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Department of Health Care Policy
and Financing

| ntr oduction

The Department of Health Care Policy and Financing (HCPF) is the state agency
respongible for developing plans for financing publicly funded hedth care programs. The
principa programs administered by HCPF includethe Medicaid program, which provides
hedth servicesto digible needy persons, and the Children's Basic Health Plan (CBHP),
whichfurnishessubsidized hedthinsurancefor children 18 yearsor younger inlow-income
families not digible for Medicad. The Medicad grant is the largest federal program
adminigtered by the State and is funded approximately equaly by federd funds and Sate
generd funds. CBHP was implemented in Fisca Year 1998, and it serves as the State's
verson of the federa Children's Hedlth Insurance Program. CBHP is financed by
goproximately two-thirds federa funds and one-third state funds. CBHP is marketed as
Child Hedlth Plan Plus, or CHP+. During Fiscal Y ear 2002 the Department expended in
total about $2.5 billion and had 181 full-time equivadent (FTE) gtaff. InFisca Year 2001,
HCPF expended $2.3 billion and had 172 FTE.

The public accounting firm of BKD, LLP, performed the audit work at HCPF as of and
for the fiscd year ending June 30, 2002. During its audit, BKD, LLP, reviewed and
tested HCPF's internd controls over financid reporting and federd programs. Also
included was testing of HCPF's compliance with certain state and federd laws and
regulations asrequired by generaly accepted auditing standards, Gover nmental Auditing
Standards, and U.S. Office of Management and Budget (OMB) Circular A-133.

Allowable Costs

Under thefederal Medicaid program, certain expenditures are considered alowable costs
and thereby qualify for rembursement by thefedera government. Total Medicaid program
expenditures, excluding adminigtrative costs, were over $2.3 billion for Fisca Y ear 2002,
which represents a federa share of just over $1.2 billion. The audit tested a Stretified
sample of 100 program expenditures and creditswith anet value of $19,258,531 (federa
share $9,629,266) for alowability under Medicaid regulations.
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The types of errors identified in the sample continueto be smilar to those found during the
previous three fisca years audits. Overdl, evduation of the sample identified three
program expenditures that did not comply with one or more of the allowable cost criteria
for the Medicaid program. These three items had a value of $2,476 (federd share
$1,238). The errors were asfollows:

» Prescription Credits. Regulations alow the costs for prescriptions to be billed
only if the recipient obtains the prescription within 14 days and the recaipt is
documented by the recipient's signature.  Should a recipient not pick up a
prescription within that time frame, the pharmacy is required to credit the origina
cost back to the Medicaid program. During our testingin Fisca Y ear 2002, it was
noted that in 1 of 10 pharmacy clams tested, the pharmacy provider was unable
to furnish documentation indicating the recipient received the prescription within
the 14 days.

In response to prior years findings, during the third quarter of Fisca Year 2002, the
Depatment implemented procedures to monitor and periodicaly test the pharmacy
sgnaturelogsto ensurethe Medicaid program recel ves credit for prescriptionsnot claimed
within 14 days. The pharmacy claim tested during the audit was fromthe period prior to
the Department's implementation of these new procedures. The Department plans to
continue its monitoring and testing proceduresand review and reassessthese asnecessary.

* Private Duty Nursing. The one home hedth clam reviewed in the sample was
for services that require prior authorization. No prior authorization was in the
paper file, and the claim was processed through the Medicaid Management
Information System (MMIS) and paid without MMISs checking for a prior
authorization. System edits within MMIS should be programmed to require that
aprior authorization be entered for dl such clamsbeforethe clamisapproved for
paymen.

(CFDA Nos. 93.777, 93.778; Medicaid Cluster; Allowable Costs.)

Recommendation No. 24:

The Department of Hedlth Care Policy and Financing should ensure payments are made
only for alowable costs under the Medicaid program by:

a Continuing to monitor and document the results of the newly established
procedures to randomly test pharmaceuticd providers compliance with
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requirements for maintaining chronological logs of the Medicad recipient
sgnatures.

b. Peforming periodic reviews of services that require prior authorization and
ensuring that MMIS system ediits are properly identifying and denying services
lacking the required authorization.

Department of Health Care Policy and Financing
Response:

a  Agree. A Medicaid bulletin was released to dl pharmacies, physicians, and
osteopaths in September of 2001 informing them of revised regulation
8.870.06 concerning obtaining sgnatures and return to stock/crediting
provisons in cases where prescriptions are not picked up within 14 days.

Program Integrity implemented a process beginning the first quarter of
cdendar year 2002 whereby three pharmaceutical providers are randomly
selected per quarter for review of clams submitted for a one-month period.
Documentation is requested that supports obtaining the client's or their
representative'ssgnature at thetimeof picking up prescriptions, and thereturn
to stock with credits for prescriptions not picked up within 14 days.

To date, nine pharmacies have been reviewed. Six cases have been closed
without a recovery recommendation. Of these sx, either there was 100
percent compliance to the regulation for the claims reviewed or the amount
owed was below the $200 minimum recovery amount pursued by Program
Integrity. The remaining three cases were closed with recommendations to
recover. Program Integrity plansto continue random review of pharmacieson
aquarterly basis.

b. Agree. The Department continuestowork with thefiscal agent to ensurethat
the Medicaid Management Information System has editsdesigned to prevent
payment for unauthorized services. The Department will review these editsto
ensure they are being set properly. Further, the Department will review the
services codes that are to be prior authorized to ensure that the authorization
indicators are set correctly. Completion scheduled for thisyear'sreview isthe
end of March 2003.
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Eligibility DatabasesOversight

The audit reviewed the Department's procedures for complying with federal requirements
for determining the digibility of theindividuaswho receve benefits and the providerswho
receive rembursementsunder the Medicaid program. HCPF hasestablished an agreement
with the Department of Human Services (DHS) to oversee the determination of an
individud's digibility for Medicaid through county departments of socid services These
departments are under the oversight of DHS. County departments are responsible for
inputtinginformation reated to anindividud'sligibility into the Client-Oriented Information
Network (COIN) system or the Trails information system, which track and monitor
beneficiary digibility. Theinformationin COIN and Tralsisused by MMISin determining
whether or not aclaim should be paid on the basis of the individud's digibility.

Individual Eligibility

The audit tested individud digibility for 100 expenditures by reviewing paper filesfromthe
county departments of socid services and comparing information from those fileswith the
data maintained within the COIN and Trails systems. Though beneficiaries were digible
to receive the services provided for the sample clams sdected, we identified numerous
inconggencies between information in the files and the data in COIN. These
inconggtencies diminish theintegrity of the datain the COIN system. Therefore, dthough
the dams tested during our audit were appropriate for payment, thereisarisk that other
clams were, or could be, inappropriately paid or denied on the basis of erroneous
information in COIN.

* Inreviewing the digihility for two beneficiaries, we found that adthough the cdlaims
in our sample were gppropriately paid under Medicaid, documentation in thefile
indicated that the beneficiaries had died subsequent to the date of thisclam. We
noted that the Department made additional monthly capitation paymentstotaling
$61 for services after the date of death for these two beneficiaries. Therewasno
evidencethat the Department had attempted to recover these payments made after
the date of death for the beneficiaries tested by the auditors.

* Inthreeinstances, incorrect income amountswerereported in COIN, and in three
other instances, incorrect disability codeswere reported in COIN. Asexplained
above, dthough the claims tested in our sample were appropriate for payment,
incorrect information in COIN createsarisk that other claimsmay not be handled

properly.
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In our Fisca Year 2001 audit, we recommended that the Department include in its
digibility testing an element of random sampling acrossdl program aress. Initsresponse,
the Department reported that it does not perform random testing acrossal program areas
and, ingteed, through a federdly gpproved pilot project, targets digibility testing toward
areas considered to be of high risk. The Department indicated that it would develop a
sampling methodol ogy for usein the Col orado Benefits M anagement System (CBM S) that
would dlow it to sample dl digibility categories, and it anticipated that this methodology
would be in place by August 2002.

As of the end of our Fiscal Year 2002 audit, the Department had not developed this
methodology. Itisimportant that HCPF devel op arandom sampling methodol ogy in order
to ensure that dl areas are periodicdly tested for digibility determination accuracy. In
addition, periodic random testing would enable the Department to reevaluate its risk
assessment. According to federd regulations, individuas must be digiblefor the Medicaid
program in order to receive benefits (42 CFR Part 435, Subparts G and H). By not
enauringthat dient digibility isaccurately determined and ensuring thet digibility information
in COIN is accurate, HCPF risks that benefits may be paid on behaf of indigible
individuals. If erroneous payments are made, HCPF would have to repay to the federd
government any Medicaid monies previoudy reimbursed to the State for theseindividuas.

(CFDA Nos 93.777, 93.778; Medicaid Cluster; Eligibility, Client Eligjbility.)

Recommendation No. 25:

The Department of Hedlth Care Policy and Financing should strengthen controls over the
data in sysems used as the bads for determining beneficiaries digibility to receive
Medicaid services by:

a. Performingrandomtesting of digibility informationinthe COIN and Trailssysems
and making corrections as appropriate.

b. Establishing proceduresto ensure that COIN is updated accurately to reflect the
date of death for dl beneficiaries and that payments made after the beneficiary's
death are recovered from providers.
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Department of Health Care Policy and Financing
Response:

a Agree. Statewide random sampling will be possible with the implementation
of the Colorado Benefits Management System (CBMS). Current
implementation date is January 2004.

b. Agree. The Department agrees that data used as the basis for determining
igibility should be accurate. Currently the Department must rely on clients
families to report desths and county departments of socia/human servicesto
record date-of-death information in COIN. To improve the accuracy of the
data, the Colorado Benefits Management System (CBMS) will have an
automatic interface with Department of Public Health and Environment's Vita
Statistics data, ensuring far greater accuracy of the dataon deathsin the State
and preventing ingppropriate payments for services. CBMS s scheduled to
be implemented in January of 2004.

Provider Eligibility

The Department has contracted with its fiscd agent for the Medicaid program, Affiliated
Computer Systems (ACS), to determine the digibility of providers to receive
reimbursement for servicesprovided under the Medicaid program. Aspart of thiscontract,
the fisca agent isrequired to maintain documentation to support that the medical providers
are licensed in accordance with federd, state, and locd laws and regulations (42 CFR
sections 431.107 and 447.10; Section 1902(8)(9) of the Social Security Act).
Nonetheless, under federd regulations the Depatment of Hedth Care Policy and
Financing remainsultimately responsiblefor the Medicaid program. Thismeansthat HCPF
must have contrals in place to ensure compliance with state and federd regulations for all
agpects of the Medicaid program, whether performed directly by the Department or by
another entity through contractua or other formal agreements.

During the Fiscal Year 2002 audit, a sample of 30 provider files was tested. Of these,
only 6 files had documentation supporting licensure in the State to provide services,
Electronic Data Interchange agreements, and provider agreements. The Department was
able to request and resolve provider digibility issuesfor sampled items. However, HCPF
recognizes that documentation should be improved o that dl required information is
obtained and retained on a prospective rather than on a retrospective basis. The
Department is currently in the third year of a five-year re-enrollment plan to update



Report of The Colorado State Auditor 111

provider files and address problems with maintaining current documentation of provider
eigibility and required agreements.

During Fiscal Year 2002 the Department's provider enrollment committee continued
working on provider reenrollment, as outlined in its strategic plan for addressing provider
digibility issues. The Depatment continued to terminate providers with unknown
addresses, providers with only post office box addresses, and providers with no clam
activity for the past three years. The Department isalso continuing areenrollment process
for al the Primary Care Physicians (PCPs). This process requires PCPs to furnish
updated provider agreements and proof of licensure.

Additiondly, the Department isreviewing requirements under the federd Hedlth Insurance
Portability and Accountability Act and the potentia for sharing eectronic dataon licensing
information with other sate and federa agencies. Currently the Department conducts a
manud review of licenang information from the Department of Regulatory Agencies. If
HCPF identifies Medicaid providerswhose licenses are expired, revoked, or inactive, the
providers are terminated in MMIS.

Controls over provider eigibility are important because if payments are madeto indligible
providers, the Department must refund monies previoudy reimbursed to the State by the
federa government. Therefore, the Department should continue its activities under its
drategic plan for addressing provider digibility, including efforts to ensure that the fiscd
agent meets requirements related to provider documentation.

(CFDA Nos. 93.777, 93.778; Medicaid Cluster; Provider Eligibility, Specid Tests and
Provisons)

Recommendation No. 26:

The Department of Hedlth Care Policy and Financing should continue to improve controls
over provider digibility by:

a.  Requiring the fiscd agent to review dl provider filesto ensure each fileincludesa
current provider agreement and documentation of gpplicable provider licensesand
registrations.

b. Revisng control procedures to ensure expenditures are made only to digible
providers.

c. Devedoping proceduresto update provider licensng information on anannua bass
to ensure its accuracy for changes that occur throughout a given year.
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Department of Health Care Policy and Financing
Response:

a Agree. Thefiscd agent will review files from December 1998 forward to
make sure each file contains the provider agreement. Provider licenses are
recorded in the Medicaid Information Management System and not the
provider files. The Department continuesto manudly update provider licenses
into the Medicaid Management Information System. Thiswill be completed
by November 1, 2003.

b. Agree. The Department continues to implement procedures to ensure that
only digible providers receive rembursement. The Department continues to
manudly terminate providers who are found to be indigible. This finding
remans part of the Department's provider enrollment plan schedule for
completion 2005.

c. Agree. Currently, thereareno uniqueidentifiersfor medica professondsthat
would alow the Department to conduct data matches between Medicaid
Management Information System and the databases maintained by the
Department of Regulatory Agencies. Once the Hedlth Insurance Portability
and Accountability Act (HIPAA) isimplemented, the Department will be able
to usetheNationa Provider | dentificationto updateinformation systematically.
The HIPAA provider identification number federa rule is estimated to be
completed in early 2003. The Department will have two years from the time
the ruleis adopted to bein compliance. Until then, the Department continues
to update the database manualy.

Long-Term Care Documentation

The Department is responsible for ensuring long-term care facilities are receiving updated
payment rates in a timely manner. During testing, it was noted that because of dtaff
turnover, the Department experienced algpse in date Samping rate revisons and reviews
when the reviews were received from its contract auditor for long-term care facilities, as
wdl as when the rate notifications were sent to the provider facilities. Because these
documents were not date stamped, the Department was unable to demonstrate that
providers were furnished with rate natifications and revisons within the 10 days required
under state regulations (Staff Manua Vol. 8441.2-G). Further, the Department isrequired
toissuequarterly summariesof each provider's Resource Utilization Groups (RUGS); these
summariesidentify asngpshot of patients acuity levelsin agiven long-term care facility at
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apointintime. The Department must submit these summariesto facilitiesfor their review
and correction because HCPF uses patient acuity levelsin assessng revisonsto facilities
rates. The Department did not date stamp the issuance and receipt of the RUGs quarterly
summaries, and therefore, HCPF cannot demongtrate that it conducted this process in
accordance with required timelines.

(CFDA Nos. 93.777, 93.778; Medicaid Cluster; Specia Testsand Provisions.)

Recommendation No. 27:

The Department of Hedlth Care Policy and Financing should date stamp all rate revisions
and reviews when received and dl rate information sent to provider facilities.

Department of Health Care Policy and Financing
Response:

Agree. Effective November 1, 2002, the Department implemented date slamping
procedures—for both rate caculation receipt and issuance to providers—to
demonstrate compliance. Additionally, date stamping procedures have been
implemented for the quarterly case mix vaidation summaries. The Program
Operations Manager position isnow respons blefor maintaining these procedures
and for monitoring staff compliance on an ongoing basis.

Outpatient Hospital Settlements

In Fiscal Year 2002, HCPF reimbursed hospitals $52.8 million for outpatient services.
Certain outpatient hospital services are reimbursed on the basis of ahospita's actua cogt,
lessaMedicaid outpatient cost reduction of 28 percent. The Department pays clamsfor
outpatient services to participating hospitas by using payment rates based on estimated
costs. Federd regulations require that the Department performan annud retroactive cost
settlement for each facility and make gppropriate adjusments to ensure the facility is
reimbursed on the basis of the hospital'sactual costs. The Department uses an independent
contractor to complete the cost settlement process. Since Affiliated Computer Systems
(ACS) became the State's Medicaid fiscd agent in December 1998, the contractor has
been unable to caculate these cost settlements with providers because ACS has not
produced reports required for the settlement process. As aresult, HCPF has not issued
any rate settlements for outpatient hospital servicesto providers since 1997.
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Two essentiad components utilized in settling these service rates are (1) the provider's
Medicare cost-to-charge ratios, which are calculated in the provider's Medicare cost
report, and (2) asummary of the provider'spaid Medicaid outpatient claims, which should
be furnished by the Medicaid fiscd agent. Thefiscd agent is respongible for processng
dl Medicaid claims through MMIS. Providers were required to file their Medicare cost
reports for 1998 with the Medicare fiscd intermediary approximatdy five months after
their facility's cost reporting year-end. 1n many instances, these cost reports have aready
been findized for Medicare purposes. The cost reports have not been completed for
Medicad purposes because the Medicaid fiscal agent has not been able to produce
accurate summary claim reports on outpatient services. Therefore, the Department does
not know whether afacility has been underpaid or overpaid for these services after 1997,
or by how much. Upon completion of these cost settlements, thereisthe potentid that the
Depatment will be required to make sgnificant adjustments related to these cost
settlements, dthough the overal impact of these adjustmentsis not known.

(CFDA Nos. 93.777, 93.778; Medicaid Cluster; Speciad Tedts.)

Recommendation No. 28:

The Department of Hedlth Care Policy and Financing should require that the fiscal agent
generate accurate dlams summary reportsfor sattling dl hospitd outpatient service daims
paymentswithin aspecified timeframe. If reports meeting the Department's requirements
are not produced within the time frame, the Department should assess liquid damages
againg the fisca agent.

Department of Health Care Policy and Financing
Response:

Agree. Cost settlement reportsrun 10 monthsafter the provider'sfiscal year ends.
Cost settlement reporting is now in production. The Department needed to
retroactively run 1998 and 1999 cost settlements. The reports for 1998 will be
completed by December 31, 2002, and the reports for 1999 will be completed
by January 31, 2003. The fiscd intermediary is now in compliance with the
ongoing production of the cost settlement reporting requirements.
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Residential Treatment Centers Overview

Resdentid treatment centers (RTCs) offer 24-hour care and mental health services to
youthup to age 21 who are determined to be mentdly ill. Y outh may beplacedinan RTC
ether by the Divison of Youth Corrections (DYC) or county departments of socia
sarvices. During the firgt six months of Fisca Y ear 2001, counties had about 1,340 youth
in RTCs each month while DY C had about 251 youth. For youth discharged fromDY C
during Fiscal Y ear 2001, the average length of stay in an RTC was about seven months.
Smilar dataare not available regarding youth placed by counties dueto problemswith the
Colorado Trails system. RTCs represent the most expensive out-of-home placement
option, costing an average of about $53,000 per youth per year for room and board and
menta health treatment services. Thisincreasesto an average of about $67,000 per youth
per year for those RTCs that aso have an approved on-grounds school.

Funding for the RTCs comes fromacombination of state funds, county funds, and federa
funds. The rate paid to RTC providers comprises three components. Mentd hedth
trestment services represent the largest component of therate. Mentd hedlth servicesare
funded through Medicaid. RTCsreceive aflat daly rate based on the youth's Leve of
Care (A, B, or C). Most youth are assigned to Level B. In Fiscd Year 2001, Leve B
trestment rates, the standard for RTCs, varied from $33,310 per year to $47,684 per year
depending on the facility. The second component of the rate covers room and board
expenses. Room and board rates are set through competitive bidding by DY C and
negotiationby counties. Room and board expenses are paid using state and county funds
and range from $6,672 per year to $22,287 per year depending on thefacility, theyouth,
and whether DY C or a county placesthe youth. The third component of the rate is paid
to gpproximately 38 RTCs that have approved on-grounds schools enabling them to
receive reimbursement from the Colorado Department of Education and loca school
districts. In Fiscal Year 2001, per pupil operating revenue (PPOR) and excess cost
payments varied from $6,329 to $18,199 on an annua basis.

During Fiscd Year 2002 the Office of the State Auditor conducted a performance audit
of the Residential Treatment Center Rate Setting and Monitoring process. The audit
comments below were contained in the Residential Treatment Center Rate Setting and
Monitoring Performance Audit, Report No. 1406, dated January 2002.

Controls Over Claim Payments

In Fiscal Year 2001 the State paid residentia treatment centers approximately $69.2
millionfor menta hedlth services. Medicaid clams are paid through the State’ sMedicaid
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Management Information System (MMIS).  The Department of Hedth Care Policy and
FHnancing (HCPF), the Department of Human Services(DHS), and the State'sfiscal agent,
Affiliated Computer Systems, Inc. (ACS), formerly known as Consultec, share the
responsibility for ensuring that only accurate and dlowable clams are paid.

During our audit we reviewed the clams submitted by RTC providers for treatment
services provided to county-placed youth. As noted earlier, menta hedth treatment
sarvices are rembursed on aflat daily rate depending onthelevd of care. Dueto thefact
that Colorado Trails contains incomplete data, we had to use room and board payment
data from the system that was in existence prior to Trails (the CWEST system). We
compared the billing and payment information in MMIS with room and board recordsin
CWEST to try to match room and board clams to menta hedth trestment clams for dl
youthreceiving servicesin August 2000. Our review of 1,497 Medicaid clamsindicated
inadequate controls over the payment of these clams.

Errorsin Medicaid Paymentsfor RTC Claims

Our audit focused on whether RTC providers accuratdly submitted Medicaid clams for
allowable costs. Of the 1,497 claims reviewed, we found at least one error in 455 (30
percent) of them, totaing over $98,000 in erroneous payments for August 2000.
Annualized, this could amount to over amillion dollarsin inaccurate payments.

We identified 147 claims for amounts that did not correspond to any of the established
Level of Care rates for a particular provider. For example, one provider appears to
consstently be charging about $6.00 more per day than the Leve of Care B rate for 14
of the 17 youth it served in August 2000. For the days the 14 youth were served, we
edimate the provider received about an extra $2,000. Dates of services for treatment
clamsdid not match room and board datesin 211 clams. Thirty-four percent of those
with dates of service that did not match resulted in apparent overbilling. Providers
gppeared to hill for treatment services for youth who, according to corresponding room
and board payments, had not yet entered the RTC or had dready |eft. Weadsofound 108
claims submitted by providers that appear to be hills for the last day of service, which is
gpedificaly prohibited by Department of Human Services rules.  Findly, we found
numerous incongstencies with the information interna to the youths MMIS payment
record. These included submitting two separate and different caculations of dates of
service and improper account codes.

|nadequate controls over RTC Medicaid clam payments include the following:
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a. Basic System Edits. Wefound that basic edit checksareneeded. For example,
athough RTCs are supposed to submit claims based on three Levels of Care, the
MMIS system only contains the rate matching the highest and most expensive
level—Leve C. Inother words, MMI S containsan upper payment limit but lacks
controls over specific payment levels. As noted in our 2001 Medicaid
Management Information System report, ACS, the State's fiscal agent, has had
difficulty kegping up with edit change requests. We found that, over two years
ago, HCPF submitted a Change Request Letter to ACSto input al three Leve of
Carerates. To date this has not been done.

Second, dthough Divison of Child Wefare representativesinformed usthat they
bdieve MMIS should contain edits to ensure that dates of service are accurate,
thisis not the case. ACS representatives indicated that they check to ensure that
the youthisMedicaid-digible, but that the MMI S system does not crossmatch the
days of service or whether the youth is actudly at the RTC with the Department
of Human Services systems (Colorado Trails or CWEST).

b. Claims Review. RTC clamsarenot routiney sampled to ensure accuracy. The
Department of Hedlth Care Policy and Financing (HCPF) hasgenera procedures
inplacetoreview dl Medicaid clams. Clamsauditsare conducted by Information
Section and Program Integrity Unit saff. The Information Section staff conducts
aquarterly audit of asample of clamsfrom al 13 Medicaid categoriesto ensure
the accuracy of the system's payment process. RTCs are included in the criteria
for the sample, but there is no guarantee that an RTC clam will actudly be
selected. In addition, the Information Section audit focuses on whether payments
aremadein accordance with the editsinthe MMI S system. For RTCs, the check
would be to ensure that the claim does not exceed the Leve C rate, not whether
the RTC provider submitted a claim for the proper rate. The Program Integrity
Unit investigates alegations of improper billing but doesvery littlerdated to RTC
payments. Staff noted only one casein the last year involving an RTC and it was
a placement rather than abilling issue.

In addition to the oversight currently done by the Department of Hedth Care
Policy and Financing, the Department of Human ServiceshasaccesstotheMMIS
system and could check the accuracy of daims. However, the Divison of Child
Wefare gaff noted that the one FTE designated for the RTC program is focused
on other duties. The Division tracks the total Medicaid amount spent by each
county for RTC placements. While these data can be used by countiesto try to
get apicture of their standing in terms of overdl gppropriated monies, they do not
provide any information related to the accuracy of clams payments.
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As dready noted, we identified errors in 30 percent of the claims we reviewed.
We believe that the Department of Hedlth Care Policy and Financing and the
Department of Human Services need to perform more program-specific sample
camsaudits. We note that the MMIS system has the ability to produce RTC
damsreportstoincludeboth summarized information and individua clam datafor
such an andysis.

c. Compliance With Approved Vendor List: Findly, agood sysem of internd
controls would include checks over vendors. Department of Human Servicesrules
state that payments cannot be made to a provider unlessthat provider islisted on
the Division of Child Wefare's approved vendor list. Thisis meant to ensure that
only those providers who meet dl state licensng requirements serve youth and
receive the corresponding state payments. We found two providersare currently
recalving placements from the counties and submitting clams for Medicaid
reimbursement, even though they are not on the approved vendor list. We asked
Divisongaff to determineif these vendorswere gpproved. They informed usthat
in these two cases the providers met dl requirements and their absence from the
vendor list wasadocumentation error. To date, however, the Department has not
corrected its vendor list. Maintaining an accurate list and checking it prior to
payment isimportant in expediting claims and ensuring accuracy.

We dso spokewith the RTC Adminigtrator about how the vendor list isamended
and ACS noatified of those providers who are no longer eigible for RTC
placements. The Adminigtrator stated that he verbally informed ACS about those
providers that had closed but had not sent an officid tranamitta letter removing
them from the MMI S system because those providers had outstanding Medicaid
hills to be paid. The two departments need to develop payment cutoff pointsto
ensure that these providers do not continueto bill ACSfor menta hedlth trestment
sarvices. The RTC Administrator also needs to ensure that the vendor ligt is
updated to accuratdly reflect digible providers and existing reimbursement rates.

In conclusion, our review indicates the posshility of over $98,000 in Medicad
overpayments during the month of August 2000 done resulting from a lack of payment
controls. The State has the responsibility for ensuring that only accurate and dlowable
Medicad billsare paid. Although Medicad-funded menta hedlth treatment services are
an entitlement, overpayments are ingppropriate and impact county finances. Countiesare
respongible for using their own funds to pay the Medicaid match when the block funding
has been exceeded. |n addition, failing to audit the claims leaves open the potentia for
Medicad fraud. The State, through the Department of Hedlth Care Policy and Financing
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and/or the Department of Human Servi ces, needsto conduct periodic auditsof theMMIS
billing and payment information related to RTC providers to ensure accurate payments.
In addition, the Department of Health Care Policy and Financing should work with ACS
to establish additiond editsin the MMIS system that will help prevent inaccurate billings.
In regard to the potentia overpayments dueto thelack of payment controls, HCPF needs
to recover these overpayments.

The counties and DY C are in the best position to verify the accuracy of RTC provider
hilling and payment information. These entities authorized the placement of the youth and,
therefore, know the authorized rate. They dso have placed the youth and thus they know
the providers and the true dates of service. In addition, DY C and the counties have both
afinanciad and an operationd need to verify RTC billinginformation. Onthefinancid sde,
counties and DY C need to operate this program within authorized spending authority.
Fromthe operationa perspective, the countiesand DY C must ensurethat RTC providers
charge for the youth's approved Level of Care.

In addition, HCPF could require ACS to cross-check payment claims with the room and
board informationinthe Colorado Trallssystem. Divison of Child Wefarerepresentatives
informed us that the room and board information in the Colorado Trails system should
accurately reflect the placement of the youth and the days of service. Such cross-checking
would prevent the payment of dams for last day of service and billing for days in which
the youth was not in the RTC. However, thiswould involve alowing ACS accessto the
Colorado Trails system and a willingness by ACS to perform these checks prior to
payment. ACS representativesinformed us that they could perform such cross-checking
but that it could lead to additional costs under the contract.

(CFDA Nos. 93.777, 93.778; Medicaid Cluster; Activities Allowed or Unalowed,
Allowable Cogts Cogt Principles, Eligibility.)

Recommendation No. 29:
The Department of Human Services should implement procedures to ensure that it pays

only alowable codts for RTC services. This could be accomplished by verifying the
accuracy of RTC provider billing and payment information through periodic audits.

Department of Human Services Response:

Agree. Estimated Completion Date: No later than July 1, 2003. Since counties
and DY C dready verify room and board payments, the Department will require
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providers to route treatment invoices through the placing county or DYC to
amilarly verify Medicaid trestment payments for ACS.

Recommendation No. 30:

The Department of Hedth Care Policy and Financing should implement procedures to
ensure that it pays only adlowable cogis for RTC services by:

a. Vifying the accuracy of RTC provider billing and payment information through
periodic audits.

b. Requiring Affilited Computer Systems, Inc., the State's fisca agent, to include
additiona payment edits within the Medicad Management Information System to
ensure that the system has adequate controls to prevent inaccurate billing.

C. Seeking to recover overpaid amounts for the prior periods.

Department of Health Care Policy and Financing
Response:

a. Agree. The accuracy of payment will continue to be a part of the Clams
Processing Assessment System (CPAYS) reviews. However, as noted in the
narrative, these reviews only assess whether the system paid the clam
correctly according to the policy that is implemented within the sysem. Itis
the obligation of the provider to properly bill for the services rendered. The
Program Integrity Unit within the Quality Assurance Section will conduct
random sample monitoring to assess whether this is done correctly. This
monitoring will commencein March 2002. Recommendationsfor arecovery
plan will result from the sampling. The Department anticipates recovery on
subgtantiated overpayments to begin August 2002, or within two months of
being identified.

Human Services daff continue to use the Executive Information
System/Decison Support System to review clamsfor services. Through the
use of this capability, staff would be able to compare clams data with the
records at the RTC and the loca agencies for gppropriateness of hilling, and
compare ther ligt of vaid RTC providers with the definition used by the
Medicad Management Information System to ensure paymentsto only vaid
providers.
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b. Agree. The Medicad Management Information System change request to
accommodate the three pricing levels was put in the queue in September
1999. There are palicy decisons that need to be made about how to handle
the problemsidentified in thisaudit. The design consderationsincludetheuse
of prior authorizations, coding of services, and other possible solutions. Once
the policy decisons are made, the systems changes to implement the policies
can be made within sx months. Heelth Care Policy and Financing commitsto
working with Human Services saff to resolve the policy issues. It is
anticipated that the systems changes will be in place by the end of October
2002.

c. Agree. The Department will pursue recoveries through the work done by
ProgramIntegrity (described initema). Onceidentified and substantiated, the
recovery process can begin within two months, though it may takelonger than
that to receive dl the identified money. As Department of Human Services
identifies overpayments, financid transactions can be entered into the
Medicaid Management I nformation Systemtomakerecoveriesfromproviders
fromcurrent payments. Other recovery methodswill be explored with Human
Services.

Colorado Indigent Care Program

The Colorado Indigent Care Program (CICP) promotes access to hedlth care for low-
income state residents who are uninsured or lack adequate insurance (e.g., their benefits
are exhausted or limited) and are not eigible for Medicaid. The program is administered
by the Department of Health Care Policy and Financing (HCPF).

CICP was not designed or intended to be an insurance plan and does not qudify as one
under state law. Statutes describe the program as a “partid solution to the hedlth care
needs of Colorado’s medically indigent citizens’ (Sec. 26-15-102 (2), C.R.S). In
practice, CICP is afinancing mechanism through which the State reimburses participating
providersfor aportion of the costsincurred intreating individua sthat meet CICPdigibility
requirements. In turn, participating providers must adhere to state-established limits for
amountscharged to CICP-dligibleindividuas. Thus, CICP promotes accessto hedth care
sarvices for low-income uninsured individuas by helping to defray providers cogts of
fumishing care and by limiting the amount that individuals receiving the care must pay.
CICP is funded through Medicad funds made avalable to dates under the
Disproportionate Share Hospital program and the Mgor Teaching Hospital program.
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During Fisca Y ear 2002 the Office of the State Auditor conducted a performance audit
of the Colorado Indigent Care Program. The audit commentsbelow were contained inthe
Colorado Indigent Care Program Performance Audit, Report No. 1391, dated March
2002.

Overlap between Medicaid and the
Colorado Indigent Care Program

The Colorado Indigent Care Program is one of severd state programsthat provide hedlth
care to indigent individuals. The Medicaid program aso serves this population and is
adminigtered by the Department of Health Care Policy and Financing. Although both CICP
and Medicaid target roughly the same popul ation, there are important differences between
the programs, ranging from how the programs are financed to beneficiary digibility
requirements. From a budgetary perspective, the most important distinction is that the
Medicaid program is an entitlement under federd law. This means that the programmust
serve dl individuas who meet the program’s digibility rules. CICP is not an entitlement
program, and therefore the State can limit expenditures as necessary. Another important
diginction is that, unlike the Medicaid program, CICP is not an insurance plan with
established benefits and arogter of beneficiaries.

Because of the smilarity inthetarget population for CICP and Medicaid, someindividuas
may be digible for both programs. However, state law prohibits individuas eigible for
Medicaid from being served by CICP. Someof the significant differencesin the digibility
requirements for the two programs include that, as an individud’s age increases, the
maximum income dlowable under the Medicaid program decreases. Y oung children are
digiblefor Medicaid if their family’ sincomeislessthan 133 percent of thefederd poverty
level (FPL); however, when achild turnssix, the family income cannot exceed 100 percent
FPL. Further, with the exception of ederly persons and persons with disabilities, for an
adult to qualify for Medicaid, he or shemust be aparent or guardian of aMedicaid-digible
child. Individuas who are not digiblefor Medicaid may bedigiblefor CICP. Thus, ahigh
proportion of individuas served in CICP are low income, single adults less than 65 years
of age.

In order to determine what types of overlap might exist between the Medicaid program
and CICP, we examined asample of CICP chargesto determineif participating providers
were submitting charges to CICP for individuals who were smultaneoudy enrolled in the
Medicaid program. For our sample, we selected CICP charges for servicesrenderedin
April 2000. Using socid security numbers, we compared the ligt of individuas receiving



Report of The Colorado State Auditor 123

these CICP services with Medicad digibility information for April 2000 maintained by
HCPF.

We identified about 1,600 unique individuas who were enrolled in Medicaid on the same
datethey received servicesthat were charged to CICP. Thetotal amount of CICP charges
for these individuals was about $2.3 million, and we estimate that providers would have
been reimbursed about $554,800 on the basis of these charges. In dmost half of these
cases, theindividud had been determined Medicaid-digible at least three months prior to
April 2000. In the remaining cases, Medicad digibility may have been pending in April
2000 and providersmay have subsequently reversed the CICP charges. However, HCPF
has no effective way to determine whether such adjustments were made.

The State is in the process of developing the Colorado Benefits Management System
(CBMS), which is intended to be an digibility system for the Medicaid program and
CICP, aswdl asnumerous public ass stance programs such as Temporary Assstancefor
Needy Families, Food Stamps, and the Old Age Pension program. In the case of thetwo
hedlth care programs, CBM Swill verify that anindividud isnot digiblefor Medicaid prior
to enralling the person in CICP. Thisshould help ensure that individuds are enrolled inthe
correct program. CBMS was scheduled to be operationa by July 2003; however, the
Department reports that recent discussions indicate implementation may be delayed.

Some of the problems identified during out audit would presumably be addressed by
CBMS in the future. However, we aso found problems with retroactive adjustments that
CBMSisnot likely to address.

Reasons for Overlaps Between CICP and Medicaid

Medicaid-digibility screening. Because about haf of the overlaps occurred in casesin
whichindividuashad been digiblefor Medicaid for anumber of months, thisindicatesthat
the providers are not effectively screening individuds for Medicaid prior to designating
them as digible for CICP. This is concerning because providers receive better
reimbursement under Medicaid and individuas receive better benefits and pay lower
copayments. In addition, it isnot in the Stat€' s best interest for Medicaid individuasto be
served under CICP, because the federal fundsthat are used to finance CICP are limited.
Further, the mgjority of Medicaid recipients are enrolled in some type of managed care
program, which meansthat the State pays amonthly capitation payment for some or most
of the servicesaMedicaid client recaives. If the State is dso paying for servicesfor these
individuds through CICP, the State is, in effect, paying for the same service twice.
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To address digibility determination problems, HCPF should work to improve Medicaid
screening during the CICP digibility determination process by emphasizing screening
procedures during the digibility training workshops for providers.

Retroactive adjustments. For the remaining cases in which Medicaid digibility was
determined three months prior to April 2000 or in April 2000, therearetiming issues (e.g.,
90-day retroactive Medicaid-digibility for anindividud) that could explain why aprovider
might submit CICP chargesfor aclient whoislisted asMedicaid-digiblefor the sametime
period. Our andysisdid not cover asufficient period of timeto determine how many of the
seemingly erroneous charges to CICP might have been subsequently reversed by
providers. However, we found that the Department lacks clear procedures and good
information about whether or not providers are making retroactive adjustments when
individudsinitidly classfied as CICP-digible arelater determined to be Medicaid-digible.
Under state law, only county departments of socid services can determine Medicaid
digibility. Therefore, providers can only screen for Medicaid and must refer patientsto the
counties for aforma determination of Medicaid digibility.

Similarly, a person may have a Medicaid gpplication pending with the county when he or
she needs services. In these cases, the provider cannot classify the person as Medicaid-
eigible, regardless of how likely it may appear. However, providers can determine CICP
digibility; and, therefore, if the person’ sMedicaid satusisunclear and theindividua meets
CICP requirements, the provider will classfy the charge under CICP. If apersonislater
determined by the county to be digible for Medicaid, Medicaid will cover any services
incurred up to 90 days prior to the date of digibility determination. Therefore, the provider
must then reclassify the CICP charge as aMedicaid charge.

The Department depends on providers to reclassify these CICP charges. As mentioned
above, our analyssdid not cover asufficient period of time to dlow usto assess whether
or not these adjustments had taken place. However, wefound that the CICP manua does
not give providers clear ingtructions on how adjustments should be reported. These
procedures are documented in the section with the provider audit guiddinesand not in any
section that outlines procedures for providers themselves. The Department reportsthat it
receives some letters from providers regarding refunds to CICP based on later
adjustments.

Without clear ingtructions to providers regarding how post-year-end adjustments should
be tracked and reported, the Department lacks assurance that it receives al refunds due
to CICP or that these adjustments are handled appropriately. For example, the
Department reports that one provider deletes a sufficient number of CICP charges from
the current fiscd year to offset the amount of retroactive Medicaid adjustments for prior
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year CICP clients. This may result in charging the correct net amount to CICP. However,
it means that utilization numbers for CICP services may not be accurate and that the
Department lacks knowledge of whether any adjustments were made.

(CDFA Nos. 93.777, 93.778; Medicaid Cluster; Other.)

Recommendation No. 31:

The Department of Hedlth Care Policy and Financing should follow up on the results of the
data match performed by the Office of the State Auditor between the Colorado Indigent
Care Program and the Medicaid program. HCPF should contact providers, as
appropriate, that submitted CICP clamsfor individualswho aredigiblefor Medicaid and
request that providers report on how adjustments to CICP charges have been made for
these claims. It should seek reimbursement as appropriate.

Department of Health Care Policy and Financing
Response:

Partidly agree. The Department notes that there is not evidence that a duplicate
damwasfiled with both the Medicaid program and CI CP. The Department does
not plan to contact providers regarding the finding of the Office of the State
Auditor, dueto limitations of the sample Sze. However, the Department will work
toward identifying the scope of the issue and will take steps to both dlarify policy
and, to the extent possible, diminate or minimize the problem in the future. The
Department will clarify languageinthe Fisca Y ear 2002-2003 CICP Manud that
outlines procedures and palicy in an attempt to minimize this problem in the future
by July 1, 2002.

Auditor’s Addendum

Our audit identified instances of possible overpayments to CICP providers for
individuals that were eligible for Medicaid at the time CICP services were
rendered. The detailed results of our data match are being provided to HCPF.
Addressing known problemsis essential for program integrity, and in this case,
can be accomplished by distributing information from the data match to the
providersfor their review and follow up.
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Recommendation No. 32;

The Department of Hedlth Care Policy and Financing should ensure that applicantsfor the
Colorado Indigent Care Program are screened for Medicaid digibility in dl gppropriate
instances by training providers on Medicaid digibility screening procedures outlined in the
CICP manudl.

Department of Health Care Policy and Financing
Response:

Agree. The Department will strengthen the CICP digibility training and include
further training on the Medicaid digibility screening procedures that are dready
outlined in the CICP manud. This materid will be included in the CICP digibility
training by July 1, 2002.

Recommendation No. 33:

The Department of Hedth Care Policy and Financing should ensure post-year-end
retroactive adjustments are made to charges for the Colorado Indigent Care Program by
developing and implementing procedures for providers to report these adjustments and
related information to the program.

Department of Health Care Policy and Financing
Response:

Agree. The Department has aready taken steps to darify the guiddines outlined
in the current CICP manual so al providersare aware of the proceduresto report
retroactive adjustments. These procedures will be included in the Fiscal Year
2002-2003 CICP Manual. The Department will implement the procedures for
meking adjustment by October 31, 2002, so the information will beincluded with
thefinal Fisca Year 2001-2002 cost data submitted by CICP providers.
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Clarification of Policieson Chargesto Be
Submitted to CICP

In Fisca Year 2001, the Colorado Indigent Care Program paid participating providers
about $131.9 million as partial compensation for the cost of providing careto low-income
individuals digible for CICP. Under CICP, providers are placed into one of three
categories (Component 1A, Outstate hospitals, and Outstate clinics), depending on the
type of provider and the provider’s Medicaid utilization rate. During the year there were
66 providers in the program, including 17 clinics in the Outdtate clinic category, 40
hospitds in the Outstate hospital category, and 9 hospitasin the Component 1A category.
Intotal, these providers submitted over $382 million in CICP charges. These charges are
the primary basis upon which the Department determines payments to providers.

Our audit examined the Department’s policies and procedures for making payments to
CICP providers. Our objectives were to determine if the Department’ s payments were
caculated accuratdly and on an equitable and appropriate basis for dl providers within
each category (Outdtate clinics, Outstate hospitas, and Component 1A hospitas). As
mentioned, paymentsto CICP providersare primarily made on the basisof CICP charges
and estimated costs; in Fiscal Y ear 2001 about $39.3 million (68 percent) of the $131.9
millionin paymentsto CICP providerswere caculated on thisbasis. Theremaining $42.6
million was compaosed of $21.2 million in additiona payments under the Mgor Teaching
Hospital program and $21.4 million in bad debt payments. Because the mgority of
payments are based on CICP costs derived from CICP charges, and because the
caculaions required for these payments are more complex, our audit focused on the
payments the Department caculates using CICP charges.

In order to determine CICP costs, the Department must compile information on CICP
charges and then, using a cost-to-charge ratio, calculate the estimated CICP costs of
those charges. Charges are those amounts that providers bill for the services they render
to CICP-digible individuas. Because of the time it takes to compile CICP charges from
dl providers a the end of the fiscd year, the Department calculates the current year's
reimbursements onthe basis of actua CICP charges from two years prior. For example,
the reimbursement paymentsfor Fiscal Y ear 2002 are based on providers CICP charges
submitted for Fiscal Year 2000 and the related estimated costs of those charges.

To calculate each provider’ s payment, total CICP charges arefirst reduced by payments
fromthird party payers (payments from other insurance plans, if the individua has other
coverage) and the patient’s ligbility (i.e., copayment) to arrive at write-off charges.
Second, write-off charges are multiplied by a ratio based on totd alowable Medicare
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costs and charges (referred to asaprovider’ s * cost-to-charge ratio”) from the provider’s
most recent Medicare cost report; this caculaion yidds the provider’ s estimated cost of
sarving CICP clients. Third, write-off costs are inflated two years ahead to compensate
for the two-year time lag between the base year (the year in which the charges occurred)
and the year for whichreimbursements are being calculated. Lagtly, theinflated estimated
cogs are multiplied by the rembursement rate for the provider’ s category to arrive a the
provider’ sprojected paymentsfor thefiscal year. For example, for Fiscd Y ear 2002 these
rates are 28.8 percent for Outdtate clinics, 28.8 percent for Outstate hospitals, and 85.3
percent for Component 1A hospitals.

In order to determine the accuracy of the projected amounts for provider payments for
Fisca Year 2002, we reviewed the charges submitted to the Department for Fisca Y ear
2000 because, as stated above, these were the charges upon which the Fiscal Y ear 2002
reimbursements are based. Our audit tested asample of 25 charges each from Univeraity
Hospital and Denver Hedlth to determineif the chargeswerefor CICP dlowable services
and provided to digible individuds. In addition, we tested whether the information
submitted to HCPF for the charges was consistent with the underlying data maintained by
the provider. These two providers render the highest volume of servicesunder CICP and
receive the highest dollar amount of payments. For example, in Fisca Y ear 2001payments
to thesetwo providers accounted for over 69 percent of all CICP paymentsin Fiscal Y ear
2001 that were made on the basis of CICP charges.

Out of the 25 Fiscal Year 2000 charges we examined for each of these providers, we
found errorsin 10 of the charges (40 percent) at Denver Hedlth and 5 of the charges (20
percent) at University Hospitd. Generdly, the errors related to digibility documentation
and incorrect copayments. Since Fisca Year 2000, Denver Hedlth reports that it has
improved its ability to locate digibility documentation by implementing a new system that
scans gpplications directly into the system. Additiondly, Denver Hedlth has indtituted a
qudity review process to reduce errors related to copayments. The errors we identified
at both providers were generdly consstent with the results of the annua CICP provider
audits and indicate the need for the Department to have an effective audit process for
CICP.

|nconsistenciesin Calculating Write-Off Charges

The issue identified that was of greatest concern, however, and which was not identified
during the annua provider audits, was that the two providers included different amounts
inthird party payments. Dueto their different interpretations of what was dlowable under
date and federal laws and regulations, the two providers caculated third party payments
differently and reported thisinformeation, a ong with CI CP charges, to the Department. This
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caused alack of congstency in how write-off charges were caculated for the providers,
and, as areault, these providers payments were ca culated using inconsstent data.

The discrepancy semmed from ingtances in which an individua was digible for both
Medicare and CICP. Of the 25 charges tested at University Hospital, we identified 3
charges (12 percent) for which University Hospitd did not include the Medicare
contractua adjustment in third party payments when reporting CICP charges to HCPF.
The Medicare contractual adjustment is the difference between the hospita’s normal
charge for a service and the amount that the federa government has agreed under the
Medicare program to pay for the service; in other words, the contractual adjustment isa
discount on servicesthat the provider agreesto furnishin order to participatein Medicare.
Because the Medicare contractud adjustments were not included in third party payments,
the Department did not subtract these adjustments from total charges when caculating
write-off charges. In effect, University Hospitd billed CICP for the discount it is required
to give when providing services under the Medicare program.

Universty Hospital stated that it hasroutinely charged the M edi care contractud adjustment
to CICP because it represents “ uncompensated charges,” and the State does not have a
policy prohibiting this practice. However, under federal Medicare regulations, Medicare
providers are not dlowed to bill individuas or other programs, including CICP, for the
Medicare contractud adjustment. During our review of Denver Hedlth charges, wefound
that Denver Hedlth had included the Medicare contractud adjustment with third party
payments, and thus, the contractual adjustment was not hilled to CICP. Denver Hedth
dated that it was not its policy to bill CICP for the Medicare contractua adjustment.

Uponrequest, University Hospitd reported to usthat its Fiscal Y ear 2000 CICP charges
included gpproximately $6.7 million in Medicare contractud adjustments. Using the
Department’ s method for ca culating payments to Component 1A providers, we estimate
that thistrandatesinto about $2 million (9 percent) of University Hospitd’ stotd projected
Fiscd Year 2002 reimbursement of $21.7 million in Component 1A payments. Asa
result, there was $2 millionless available to pay other Component 1A providers, sincedl

Component 1A providers are paid from a set pool of funds.

Theinconsstenciesin reporting contractua adjustments meansthat providersarenot being
reimbursed on an equitable basis. In this particular case, the incondgstency is particularly
problematic because it results from the provider's lack of compliance with federa
regulations. Therefore, we are recommending that the Department adjust University
Hospita’s Fiscd Year 2002 projected reimbursement to deduct the $2 million derived
fromthe M edicare contractua adjustmentsnot subtracted from CICP charges. Inaddition,
HCPF should work with the Centers for Medicare and Medicaid Services, the federa
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agency that oversees both of these programs, to determine additiona actions that the
Department might need to take with respect to prior year CICP payments to University
Hospitd.

Formalization of Policies and Use of On-Site Audits

Theinconsstency in how thetwo largest CICP providers handled contractud adjustments
occurred for two reasons. First, the Department does not audit charges submitted to the
programto the provider’ ssupporting documentation. Hence, HCPF did not have sufficient
means to identify this problem and address it. Currently the Department relies on audits
performed by providers external auditorsto identify problems related to CICP.

The second reason for thisincong stency isthat the Department has not formaized policies
regarding how contractua adjustments should be reported to the State to ensure that they
are subtracted from total CICP charges. More broadly, the CICP manua does not define
“charges.” The manud should state that charges should be derived from the provider's
billing system and that charges for CICP services should be the same asthose charged to
other patients recelving the same service during the same period. Although wedid not find
ingancesin which providerswerebilling CICP dlientsfor chargeson abassdifferent from
that used for other patients, the problems identified with the contractud adjustments
demondrate the potentid for inconsstencies in reporting—and, thus, the bass for
reimbursement—when terms and requirements are not clearly defined.

Program staff report that it is the Department’ s intention that contractud adjustments be
included in third party payments. However, this has only been communicated informaly,
which dearly isnot sufficient. The Department should establish policies regarding CICP
charges and adjustmentsto charges and periodically perform on-sitetesting of chargesfor
those providers that receive sSgnificant amounts of reimbursement under CICP, or where
other indications of risk exist. Whileit isreasonable for the Department to use the externa
audits as one tool to oversee the program, the audits are not a sufficient substitute for the
Department itself testing the source data used to determine payments for CICP.

(CDFA Nos. 93.777, 93.778; Medicaid Cluster; Other.)



Report of The Colorado State Auditor 131

Recommendation No. 34:

The Department of Hedlth Care Policy and Financing should reduce the projected Fisca
Y ear 2002 payment for University Hospitd to reflect the provider’ soverbilling of the State
related to the Medicare contractud adjustments of gpproximately $6.7 million. HCPF
should work with the Centersfor Medicareand Medicaid Servicesto determine additional
actions the State should take as a result of prior overpayments made with Medicaid
Digproportionate Share Hospital fundsto University Hospital dueto Medicare contractua
adjustments.

Department of Health Care Policy and Financing
Response:

Agree. The Department hasrequested the necessary datafrom University Hospitdl
so these adjustments can be made to the figuresreported inthe Fiscal Y ear 1999-
2000 and Fiscal Y ear 2000-2001 annud reportsand the corresponding projected
Fiscal Y ear 2001-2002 reimbursement will beadjusted. Oncethisreport hasbeen
published, the Department will contact the Centers for Medicare and Medicaid
Servicesto determine any potentid liability for the State. The Department expects
thiswork to be findized before July 1, 2002. The Fisca Y ear 2002-2003 CICP
Manua will further clarify that Medicare contractua adjustments cannot be billed
to CICP.

Recommendation No. 35:

The Department of Hedlth Care Policy and Financing should ensure charges submitted for
the Colorado Indigent Care Program are cond stent with the program’ sintent and reported
on the same basisfor dl providers by:

a. Deveoping formd policies regarding the bass for reported charges and how
contractual adjustments and other adjustments should be treated.

b. Peforming periodic on-ste testing of the vdidity of charges and related
adjusments submitted to CICP on the basis of the amount of reimbursement a
provider receives and other risk factors.
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Department of Health Care Policy and Financing
Response:

Agree. The Depatment will formaize the policies regarding contractua
adjustments and other adjusmentsin the Fiscal Y ear 2002-2003 CICP Manua
that will be issued by July 1, 2002. Currently the Department does not have the
funding or the FTE available to perform periodic testing of the validity of charges
and related adjustments submitted to CICP. The Department will consider
requesting additiona resources to perform this function.

Auditor’s Addendum

If the decision ultimately is made to continue to reimburse CICP providers
primarily on the basis of CICP costs derived from CICP charges (see
Recommendation No. 1 in the Colorado Indigent Care Program Performance
Audit), the Department must implement controls to ensure the accuracy and
appropriateness of those charges, including on-site audits performed on thebasis
of risk. Without these controls, requesting data on CI CP servicesfrom providers
isnot a meaningful requirement.

Documentation and Consistency of
Reimbur sement M ethodology

In addition to testing providers CICP charges, we reviewed prospective payment
caculationsfor 39 of the 68 CICP providers (57 percent) for Fiscal Year 2002. At the
time of our review, these 39 providers were projected to receive amost $83.3 million out
of the projected total of $86.7 million in Outstate and Component 1A paymentsfor Fiscal
Y ear 2002. Our sampleincluded 8 Outstate clinics, 22 Outstate hospitals, and al 9 of the
Component 1A hospitals.

From atechnicd viewpoint, we did not identify errorsin the caculations of Fiscd Year
2002 payments. However, weidentified incons stenciesin how HCPF cd culated write-of f
costs for providers for Fiscal Year 2000. Because these cost data form the basis for
cadculating Fisca Year 2002 payments, these incongstencies have carried forward into
current year payments. In addition, HCPF did not obtain documentation from providers
to support critical information used in the Fiscd Y ear 2000 calculations; this could cause
errorsand lead to other inconsstencies going undetected. Theseincons stencies and lack



Report of The Colorado State Auditor 133

of documentation create concerns that provider reimbursements are not being calculated
on an equitable bass within each provider category.

| nconsistencies and Lack of Supporting
Documentation

As mentioned in the previous section, the Department calculates provider payments by
gating with each provider's charges for CICP services and subtracting third party
paymentsand patient ligbility or copayments. Theresulting write-off chargesare mulltiplied
by a cogt-to-charge ratio, which istheratio of totd facility coststo tota facility charges.

By multiplying each provider's CICP write-off charges by the provider’ s cost-to-charge
ratio, the Department converts CI CPwrite-off char gesto estimated Cl CPwrite-off costs
This ensuresthat the provider’ s CICP payments do not reflect any “profit” for the facility.
Cost-to-charge ratios for individud facilities can vary widdly; in Fisca Year 2001,
individud hospitas ratios of their totd facility costs compared with tota facility charges
ranged from 0.31 to 0.98. Clinicsthat are federally quaified hedlth centers (FQHCs) are
mandated under federa regulations to operate on a cost-to-charge ratio of 1:1. Most
clinicsin CICP are FQHCs—in Fiscal Year 2001, al but 2 of the 17 participating clinics
were FQHCs.

The Department determines providers cost-to-charge ratios using data from federaly
required documents that each provider submits to the Department annudly. By usng
standard data for the cost-to-charge ratio, the Department intends to ensure that all
providers cogts, and therefore their rembursements, are calculated on an equitable basis.
Specificaly, each hospitd must submit designated information on tota facility costs and
total facility charges from its Medicare hospital cost report, aong with supporting
documentationfrom thereport. Each clinicisrequired to submit information ontota facility
costsand totd facility chargesfromits Uniform Data System Report, dong with supporting
documentation. On the annua CICP provider gpplication, the Department informs
providers that a facility that wishes to submit anything other than these figures and
documentation must submit awritten explanation to the Department for gpproval.

In the course of our audit, we identified the following instances in which the Department
ether deviated from its stated method for calculating providers cost-to-charge ratios
without adequately documenting the rationale for these exceptions or did not acquire and
maintain gppropriate supporting documentation for the cost-to-charge ratio. This raises
concerns about whether or not payments were calculated on an equitable basis.
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At the request of Denver Hedlth and University Hospital, the Department used
coststo caculatethesefacilities cost-to-chargeratiosthat were different from, or
inaddition to, those required in the CICP provider gpplication. In both cases, the
Depatment did not obtain documentation from the providers that fully
substanti ated the basisfor using theinformation. HCPF gtaff indicatethat sncethe
providers asked for these changes, the changes probably had afavorableimpact
on the rembursements for these providers. However, we found limited evidence
that HCPF staff had andyzed the providers requests. In other words, aff were
not clear on the basis for the changes being requested; how the changes would
impect the providers cost-to-charge ratios, in comparison with the standard
information requested in the application; and whether the changes were
appropriate. In summary, there was no documentation in the files indicating the
basis for the Department’ s decision to use the dternative information furnished by
these providersto calculate their cost-to-charge ratios.

The Department states that in some casesit is gppropriate to make adjustments
to cost-to-chargeratios based on new informationor unique circumstances. While
we recognize that there may be ingtances in which deviations from the standard
cost-to-charge methodology may be reasonable, the Department should clearly
document the basis for its decision when exceptions are made.

For hospitals that had observation beds costs, the Department included those
costs in “tota facility cogs” dthough this is a deviaion from HCPF' s dated
methodology in the provider application for calculating the cost-to-charge ratio.
For the 25 hospitds in our sample with observation beds costs, including these
costs had apostiveimpact on rembursement becauseit increased their respective
cost-to-charge ratios. The Department’ s reason for including these costswas not
documented, and the Department did not notify providers that achangein policy
had occurred.

For Fiscd Year 2000, HCPF's methodology was dill to reconcile Outstate
providers estimated CICP costs to actua CICP costs once dl data for Fiscal
Year 2000 had been submitted. We estimate that the Outstate hospitals in our
sample received a tota of about $67,000 more in Fisca Year 2000 due to the
indusionof observation beds costsin their cost-to-chargeratios. Thisreduced the
amount available to other Outstate providers, sSnce providers are paid from a set
pool of funds.

Asof Fisca Year 2002, Outstate providers, like Component 1A providers, will
be reimbursed on aprospective bas's, which meansthat no year-end reconciliation
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will be performed between estimated and actual CICP costs. Because the Fiscal
Year 2000 data are being used as the basis for Fiscal Year 2002 payment
cdculations, this deviation from policy related to observation beds codts is aso
incorporated into current year payments. We estimated that the Outstate and
Component 1A hospitals projected payments for Fiscal Year 2002 increased
about $89,000 and $87,000, respectively, as aresult of this past decision.

Further, in oneingtance the Department did not includeobservationbeds costsfor
an Outdtate hospitd that, in fact, had these codts. If the Department’ s intent was
to include these cogts, then this provider was underpaid $2,200 in Fisca Year
2000. This also trandates into a projected underpayment of $2,900 for this
provider in Fisca Year 2002.

* For oneOutstate provider, the Department used the cost-to-chargeratio reported
by the provider, athough the provider had not furnished any documentation to
support the reported figures. In another case, the Department used the provider’s
reported cost-to-charge ratio, athough the supporting documentation did not
agree with the stated ratio. We did not find evidence that the Department had
followed up with either provider to resolve these issues.

Additiondly, we noted that the Department relies on datafrom Medicare cost reportsthat
have not yet been audited as the basis for the cost-to-charge ratios. The Department
already has a contractua relationship with one of the Medicare intermediaries for the
Medicare program in the State. The Medicare intermediary is responsible for auditing
providers Medicare cost reports. By expanding that contract or entering into an additiona
one, HCPF could obtain audited datafor the cost-to-charge ratios and thus ensure greater
religbility and congstency of these numbersaswell asgreeter equity in caculating provider
payments.

Formalization of the Reimbur sement Process

Ovedl, the Department needs to formalize its reimbursement process in order to
demondtratethat it istreating providersequitably. Many of theseissues could be addressed
by the Department’ sformaizing its policieswith respect to the relmbursement processand
following through when documentation is lacking or inadequate. In addition, the
Department’ s policies rdated to reimbursement caculations should be dearly stated and
communicatedto providers. Finally, HCPF shoul d base cost-to-chargeratiosfor providers
on audited data.

(CDFA Nos. 93.777, 93.778; Medicaid Cluster; Other.)
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Recommendation No. 36:

The Department of Hedth Care Policy and Financing should develop and implement
controls over the reimbursement process for the Colorado Indigent Care Program by:

a.  Applying the reimbursement methodology consistently to dl providerswithin eech
CICP provider category and documenting the reasonsfor any exceptionsfromthe
standard methodology in the provider’ sfile.

b. Obtaning audited information on whichto base providers cost-to-chargeratios.

c. Requiring in instances where audited information is not available that providers
submit dl necessary supporting documentation for caculating cogt-to-charge
ratios, reviewing this documentation for errors or problems and following up as
appropriate, and maintaining dl cod-to-charge ratio documentation in the
provider'sfile.

d. Informing providers about al policies and procedures related to determining
provider reimbursements.

Department of Health Care Policy and Finance
Response:

Agree. The Department will examine the current controls over the reimbursement
process and implement new procedures as necessary. The Department will
mantan more documentation regarding this information and provide more
information to affected providers. The Department will consder creating a
Separate contract with an outside entity to provide consistent audited information
onwhichtobaseproviders cost-to-chargeratios. The Department will implement
the procedures for making adjustments by October 31, 2002, o theinformation
will be included with the final Fiscal Year 2001-2002 cost data submitted by
CICP providers.
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Ensuring Certified Expenditures Are
Appropriate

Our audit examined the Department’s process for overseaing the certification of public
expenditures by public hospitasin CICP. During Fiscal Y ear 1998, the State began to use
certified expenditures made by some of these facilities as the basis for drawing down
federa fundsin place of spending state genera funds. In Fiscal Y ear 2001, Denver Hedlth
Medica Center (Denver Hedth) and the University of Colorado Hospital (University
Hospitd) together certified about $165.9 million in expenditures to the State. In turn, on
the basis of these certified amounts, the Department drew about $83 million in federd
funds, which the State then paid to these two providers.

Certification has gnificantly decreased the use of genera fundsfor CICP, thereby freeing
up fundsfor other purposes. The Department isawaiting gpproval fromthefederal Centers
for Medicare and Medicaid Services (CMS) for anew amendment to the State Plan that
would extend the use of certification to 18 public hospitas in the Outstate hospital
category. If approved, thiswill further decrease the use of state generd funds for CICP.

While the use of certified expenditures has obvious advantages for the State, it adso
presents some risks because the State is relying on information from other entities as the
basis for drawing federal funds. Because the State is the entity actualy drawing these
funds—and the entity statutorily responsblefor oversight of the Medicaid program for the
State—the Department needs to ensure expenditures certified by other entities are
appropriate. We reviewed the Department’ s procedures for certification and concluded
that HCPF should implement reconciliations to ensure that certified expenditures, which
are based on cost estimates, are supported by actua costs.

Comparison of Certified Expendituresto Actual
CostsIncurred

The Department notifies Denver Hedth and University Hospita a the beginning of the
fiscd year of the amount of public expenditures each hospita will need to certify quarterly
in order for the State to draw the necessary federal fundsto make the projected payments
for the year to these facilities. The Department aso furnishes the wording that providers
are to use in the letters sent to HCPF to document their quarterly certification of
expenditures. The Department maintainsaworksheet to track receipt of thelettersand the
amounts certified. Staff indicate that the purpose of the certification lettersis to have the
supporting documentationfromthe providersfor theexpenditures, sncetheseexpenditures
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are the bags for the federal draws. The Department determines the amount of
expenditures to be certified by Denver Hedth and by Universty Hospital annudly onthe
basis of the projected payments each facility isto receive for the fiscd year.

To ensure that certified expenditures were not excessive, we compared the amounts
certified by Denver Health and University Hospital for Fiscal Y ears 2000 and 2001 with
actual CICP write-off codts for those years. For Denver Hedlth, we did not identify
ingtances in which certified Component 1A costs were greater than actual write-off costs
for ether year. In the case of Universty Hospitd, we did not identify problems with
amounts certified for Component 1A paymentsfor Fiscal Y ear 2000. However, in Fiscal
Y ear 2001, University Hospitd certified Component 1A coststhat exceeded actud write-
off costs by $1.8 million. In other words, the certified amounts the Department used to
draw down federa fundsfor University Hospital’s Component 1A paymentswere greater
than Universty Hospitd’s actud CICP costs in Fiscd Year 2001. Under the Medicaid
program, the federa government will remburse haf of quaifying expenditures or cods.
Thismeansthat the Department’ sdraw of about $900,000 (50 percent of the $1.8 million)
infedera fundswas based on estimated costs not supported by actua expenditures made
by University Hospitd.

HCPF staff statethat thefederal government has approved the Department’ smethodol ogy
for using estimated costs asthe basisfor ca culating paymentsto Component 1A providers
and is aware that the Department uses certification as the basis for drawing the federa
fundsused for paying Denver Hedth and University Hospitdl. Therefore, saff indicatethat
HCPF need not perform a reconciliation between estimated and actual costs and that, in
fact, such areconciliaion is exactly what the prospective payment method was crested to
avoid. The prospective payment method was adopted because of the problems that
performing year-end reconciliations caused with budgeting and the impact on other
providers payments, since dl providers are paid from one pool of funds. Accordingly,
HCPF saff do not believe it is necessary to ensure that certified expenditures do not
exceed actua codts for a specific fisca year. Additiondly, staff point out that public
providers have additiona qudifying expenditures under the bad debt amendment to the
State Plan, and any shortfdl in certifiable expenditures under the Component 1A
amendment could easily be made up by certifying additiona bad debt codts.

Under federd regulations, federa reimbursements must be based on actual expenditures.
Therefore, we believe that amounts certified as public expenditures based on estimates
under Component 1A must bereconciled to actual costs as defined in the State Plan under
that amendment to ensure that certified amounts are at least equa to actuad expenditures.
Withrespect to substituting bad debt costsfor any shortfall in certifiable CICP costsunder
the Component 1A amendment, thiswould require that the Department mix the sources
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of certified expenditures between two different State Plan amendments. The Department
should confirm with the federd Centers for Medicare and Medicaid Services thet thisis
an acceptable remedy. In any case, without formally reconciling certified amounts based
on estimated costs and actua costs for Component 1A, the Department could not be
assured that it would identify shortfalsin actua cods.

Receipt of Other Federal Funds

The Department should aso ensure that public hospitals are aware that certified
expenditures are used by the State as the basis for drawing federa funds, especidly as
HCPF asksmore hospital sto certify their CICP costsas public expenditures. In particular,
providers need to be aware that federd regulations prohibit the same expenditure from
being reimbursed under two different federa programs. In other words, the hospitals
cannot certify expenditures to the State for CICP that are reimbursed by other federal
funds, ether in whole or in part.

We found that the language provided by the Department and used by the hospitals to
certify expenditures does not require that the hospita provide assurance that it did not
receive any other federa funds as reimbursement for these expenditures. The Department
should incorporate such language into the format given to providers for quarterly
certification letters to avoid any misunderstanding and possible improper certification of
expenditures.

(CDFA Nos. 93.777, 93.778; Medicaid Cluster; Other.)

Recommendation No. 37:

The Department of Hedth Care Policy and Financing should improve controls over the
certification process for the Colorado Indigent Care Program by:

a. Formaly documenting annual comparisons of certified public expenditures by each
provider to the provider’ s actud CICP write-off costs for each gpplicable fiscal year
for Component 1A. Similar reconciliations should be done for any future State Plan
amendments in which certification is based on estimated costs.

b. Obtaining confirmation from the federal Centersfor Medicare and Medicaid Services
onwhether shortfdlsin certified expenditures under Component 1A may be offset by
excess certifiable expenditures under a different amendment to the State Plan. If this
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is not acceptable, the Department should make the necessary adjustments in federd
draws to offset excess amounts received.

Informing providers of the purpose of certification and that expenditures cannot be

certified if they are reimbursed by other federd funds.

. Requiring that providers include an assurance in each quarterly certification letter

dating that no federd funds were received as reimbursement for the certified
expenditures, other than those through CICP.

Department of Health Care Policy and Financing
Response:

Partidly agree. The Department does not plan to formally document annual
comparisons of certified public expenditures to each provider's actua write-off
costs. The federdly approved prospective payment sysem used by the
Department is designed to be an estimate and is not intended to be reconciled to
actud. Increases or decreases in actud costs will impact CICP payments two
years in the future. The Department will contact CMS regarding shortfdls from
one State Plan amendment to ancther. The Department will inform providersthat
expenditures cannot be certified if they are rembursed by other federd fundsand
requirethat providersinclude an assurancein the certification | ettersthat no federa
funds other than those from CICP were received as reimbursement for the
certified expenditures. The Department will implement policy darificationsby July
1, 2002.
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Department of Higher Education

| ntroduction

The Department of Higher Education was established under Section 24-1-114, C.R.S,,
and includesdl public higher educationinditutionsinthe Sate. 1t dsoincludesthe Auraria
Higher Education Center, the Colorado Commission on Higher Education, the Colorado
Council ontheArts, the Colorado Student L oan Division, the Colorado Student Obligation
Bond Authority, the Colorado Historical Society, and the Division of Private Occupationd
Schools. Pleaserefer to page 33in the Financid Statement Findings section for additiona
background information.

Board of Regents of the University of
Colorado - University of Colorado

The University of Colorado was established on November 7, 1861, by an Act of the
Territoria Government. Upon the admission of Colorado into the Union in 1876, the
Univerdty was declared an ingtitution of the State of Colorado, and the Board of Regents
was edtablished under the State Condtitution as its governing authority.

The University congsts of a centrd adminigtration and four campuses. Boulder, Denver,
Colorado Springs, and Hedlth Sciences Center. These four campuses comprise 16
schools and colleges.

The following comments were prepared by the public accounting firm of Deoitte &
Touche LLP, who performed audit work at the University of Colorado.

Student L oan Reconciliation Procedures

The Univergity of Colorado Hedth Sciences Center (HSC) campus utilizesaloan servicer
to invoice, collect amounts due, and maintain individua student loan balances. When
dudent loans are disbursed from the Office of Financid Aid, initid loan baances are
posted to the HSC's Student Information System (SIS) within the generd ledger. On a
weekly basisthe loan servicer receivesabatch update from HSC that includesdl new and
updated student dataincluded in SIS since the previous update. When the student goes
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into repayment status, upon graduation or leaving school, theloan servicer will theninvoice
the student and collect the loan payments. All monthly transactions managed by the loan
sarvicer are provided back to HSC and posted to the generd ledger on amonthly basis.
Asof June 30, 2002, theloan servicer managed 4,368 | oan accounts, approximating $12.2
million, from current and former students.

Eachterm, the HSC Bursar's Officereconcil estherecords of graduating studentsto ensure
that the manua student loan file, the student loan activity included in SIS, and the loan
servicer information are complete and accurate. Our review of seven student loan files
reved ed that two manud student loan files did not agree with theinformationin SISor the
loan servicer's records. In one case, a student's loan balance maintained by the loan
sarvicer was overstated by $2,813, or 25 percent. This resulted in the student's being
invoiced more than required by the loan agreement. In another case, the required signed
promissory hotes were not included in the manua student file maintained by HSC.

In May 2001 the management of the HSC Bursar's Office changed. The new Bursar
identified many reconciling items and issues early in the management of his office. In
addition, new student loans that were initiated during the Fisca Y ears 2000 and 2001
werefully reconciled in February 2002. During thisreconciliation, correctionswere made
to theinformation sent to the loan servicer and to the generd ledger. Wereviewed HSC's
monthly reconciliations between the loan servicer's records and the generd ledger and
noted many items remaining on the reconciliations that were greater than sx months old.

While informa controls have been established, they need to be strengthened and
documented. Controlsare morelikely to be consstently and appropriately applied when
they areformalized into written policiesand procedures, clearly communicated to staff, and
periodicaly reviewed to ensure they are being followed. This will provide assurance that
sudent loan information maintained a both HSC and the loan servicer is complete and
accurate.

(CFDA Nos. 84.038, 84.268, 93.342, 93.364; Federal Perkins Loan Program, Federa
Direct Student Loans, Health Professions Student L oans, Nursing Student L oans; Other.)

Recommendation No. 38:

TheUniversity of Colorado Hedl th Sciences Center (HSC) should strengthen controlsover
the student reconciliation process. Specificaly:
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a. Contrals should beformaized into written policies and procedures, and should be
clearly communicated to the HSC Bursar's Office staff.

b. Controls should be periodicaly reviewed to ensure they are being followed
consigtently and appropriately.

c. TheHSC Office of the Bursar should work to dear outstanding reconciling items
betweenthe Student Information System, the |oan servicer, and the generd ledger
on atimelier basis.

University of Colorado Health Sciences Center
Response:

Agree. The Universty of Colorado Hedth Sciences Center (HSC) plans to
continue to enhance the management of the student loan process. Specifically, the
HSC Bursar's Office has begun a forma reconciligtion between the Student
Information System and the loan sarvicer on a monthly basis and will formdize
written policies and procedures for the student loan reconciliation process by
December 31, 2002. In addition, the HSC Bursar’s Office will reconcile every
loan balance on theloan servicer’ s system by December 31, 2002. It should so
be noted that the loan baance for the one student with a 25 percent overdated
loan balance has been adjusted to the correct balance. Based on our review to
date, no student has ever overpad his or her loan baance as a result of this
problem.

State Board of Agriculture

The State Board of Agriculture has control and supervision of three digtinct inditutions:
Colorado State University, a land-grant university; Fort Lewis College, a liberd arts
college; and the Univerdity of Southern Colorado, aregiona university with a polytechnic
emphass. Effective September 1, 2002, Fort Lewis College will no longer be part of the
Colorado State University System.

The Board adminigtersthe State Board of Agriculture Fund located in the State Treasury.
The Board is authorized tofix tuition, pay expenses, and hireofficids. Thechief academic
and adminigrative officers are the chancellor of the Colorado State University System and
the president of each ingtitution.
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Colorado State University

Colorado State Universty was origindly created in 1870 as the Agriculturd College of
Colorado. In 1876 when Colorado became a state, it was placed under the governance
of the State Board of Agriculture, and began admitting students in 1879. It was aso
designated that year as Colorado’ sland-grant college and recipient of federal endowment
support under the Morrill Act of 1862. Subsequent federa legidation led to the
edablishment of the Agriculturd Experiment Station and the Cooperative Extension
Service of the Univergty. State legidation dso made the University respongble for the
Colorado State Forest Service. Following several name changes, the College became
Colorado State University in 1957.

The following was prepared by the public accounting firm of Clifton Gunderson, LLP, who
performed audit work a Colorado State University.

Fire Management Assistance Grant

During Fiscal Y ear 2002 the Federal Emergency Management Agency (FEMA) awarded
a $20 million grant through the Colorado Office of Emergency Management (OEM) to
Colorado State University (Colorado State Forest Service) for ading fire-fighting efforts
across the State.  The codts related to the Fire Management Assistance Grant were
incurred primarily during May, June, and July 2002 at 14 generd locations. Subsequently,
FEMA issued 14 direct grant awards to the Colorado State Forest Service in July 2002
to replace the origind grant awarded through the Colorado Office of Emergency
Management. Accordingly, theorigind pass-through grant from FEMA of $20 millionwas
eliminated in September 2002. The University recorded $16.8 million of expensesinits
acocounting records for costs incurred through June 30, 2002. Of the $16.8 million of
expenses, the Colorado State Forest Service drew down $12.8 million after June 30,
2002, which represents only a portion of the total costs considered reimbursable from
FEMA.

The Universty is responsble for complying with gpplicable federd laws, rules, and
regulations for federal funds received under the FEMA grant. Because thisgrant met the
requirements for audit under the Office of Management and Budget (OMB) Circular
A-133 during Fiscd Year 2002, we atempted to determine the University's compliance
withfedera requirements. Weencountered severa problemsand limitationsto performing
the necessary compliance testing for the grant for Fiscal Y ear 2002:

» Allowability of Cogts: The une 30, 2002, accrud of $12.8 millionin reimbursable
expenditures was based on estimates developed by the Colorado State Forest
Service in conjunctionwith FEMA. Asof November 7, 2002, the University had
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received about $5 million of actud hillings from loca governments and other
entities, which is about 40 percent of the reimbursable amount. Therefore,
documentation supporting a Sgnificant amount of the reimbursable expenditures
(60 percent) was not available for testing a the completion of our audit. The
Colorado State Forest Service stated that it does not expect to receive dl the
remaining billings for another two to three months, or possibly longer.

* Cash Management: The University did not recelve any advances of federa funds
during State Fiscad Year 2002. FEMA did advance the University $12.8 million
during Fiscal Year 2003. In addition, the Colorado State Forest Service must
subgtantiate the $12.8 million of expenses before receiving any additiond funding
it may be digible for under the grants. Thus, we could not test cash management
controls during the year under audit and would need to test such controls during
the following fiscal year (Fiscal Y ear 2003).

* Reporting Requirements. The performance periods for the grants end between
January and May 2003. The performance periods could be extended another
three months if needed. The Universty must then file Financial Status reports
reflecting dl cogtsincurred during theincidence periodsand dl administrative costs
incurred during the performance periods. Consequently, these reports will likely
not be available for testing until June 2003, which is near the end of the State
Fisca Year 2003.

Because of the above limitations, we were unable to adequately test the primary
compliance requirements for the grantsduring our Fisca Y ear 2002 audit. Therefore, we
will test compliance for both State Fiscal Y ears 2002 and 2003 during the Fiscal Y ear
2003 audit.

(CFDA No. 83.556; Fire Management Assistance Grant; Allowability of Costs, Cash
Management, Reporting Requirements.)

No recommendation is made in this area.

Univer sity of Southern Colorado

The University of Southern Colorado was incorporated in 1935. On July 1, 1975, the
State Legidature granted the ingtitution university status. Three yearslater, the Colorado
State Board of Agriculture assumed governance of the University. The University of
Southern Colorado is accredited at the bachelor's and master's levels, with specia
emphads on polytechnic education. Effective July 1, 2003, the University of Southern
Colorado will become Colorado State University - Pueblo. The ingtitution’s role and
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misson will change from that of a “generd baccdaureate and polytechnic inditution” to
being a*“regiond, comprehensive universty.”

The following comment was prepared by the public accounting firm of Grant Thornton,
LLP, who performed audit work at the University of Southern Colorado.

Federal PerkinsLoan Program

Federal Perkins loans are available to certain students meeting digibility requirements
established by the United States Department of Education. The loanprogramis partidly
funded by the federd Department of Education. The Department of Education requires
certain procedures to be followed by dl ingtitutions accepting Federal Perkins Loan
Program funds including, but not limited to, (1) maintaining certain documentation in
individud filesfor each borrower, (2) managing arevolving loan fund for the Program that
includes the collection of loan payments, and (3) submitting data on borrowers to the
Nationa Student Loan Data System on a timely bass. |If these procedures are not
followed, the University risks losing these federd funds to support student attendance.

Our audit included testing the University’s compliance with the Perkins Loan Program
requirements. We noted the following areas for improvement:

* Borrowers under the Federd Perkins Loan Program may be digible for loan
deferments or cancellations under certain circumstances as outlined in the Federa
Perkins Loan Program guiddines. Our audit procedures included testing 10
borrowers who had their loans deferred or canceled during the fisca year ended
June 30, 2002. Thetestsdetermined whether gppropriate documentation existed
in the student loan files regarding the deferment or cancellation. For 3 out of 10
borrowers who had their loans deferred or canceled, the University obtained
ggned statements from borrowers indicating financia hardship. However, the
students files did not contain adequate documentation supporting the financid
hardship asrequired by University policiesand proceduresand federa guiddines.

* Loansunder the Federa Perkins Loan Program, including accrued interest, are
repayable in equal or graduated periodic ingtalments in amounts calculated on a
10-year repayment period. The lending ingtitution is required to establish a
repayment plan for the borrower in accordance with federd guidelines. Our audit
procedures included testing the timely conversion of a student loan to repayment
gatus for 10 students who withdrew from the University or dropped bel ow half-
time status during the year. For 10 out of 10 students, the University’s system
incorrectly calculated the date that the student loan was placed into repayment
status. Federd guiddines require aloan to be converted to repayment status nine
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months after a student ceases to be at least a haf-time student. The University’s
system automatically caculates the date the loan converts to repayment status as
the 15" day of the month following the date the student actually withdraws or
becomes | ess than a haf-time student rather than on the nine-month anniversary
date. Asareault, the date that aloan convertsto repayment status in the system
may be anywhere from 1 day to 30 days late. Accordingly, the University is not
charging interest for the interim period between the withdrawa date and the
system'’s calculated repayment date.

*  When astudent withdraws fromthe University, he or sheisrequired to notify the
Universty’s Admissions Department, Student Financid Aid Department, and
Records Department by providing each department with a copy of a sgned
withdrawa form. When the Records Department receives the withdrawa form,
the Department is required to transmit withdrawa information to the Nationd
Student Loan Data System in order to ensure that the student’s |oan database
information is current for use by lenders and other univerdties. Our audit
procedures included testing 10 studentswho withdrew from the University during
the year to determine that withdrawa information was appropriately transmitted
to the National Student Loan Data System. For 1 of 10 students, withdrawal
information was not transmitted to the Nationa Student Loan Data System,
resulting in an incorrect student status within the national database.

(CFDA No. 84.038; Federal Perkins Loan Program; Specia Tests and Provisions.)

Recommendation No. 39:
The University of Southern Colorado should for the Federa Perkins Loan Program:
a. Strengthen procedures to ensure that adequate documentation is obtained from
borrowers to support financial hardship for deferment or cancdllation of student

loans.

b. Modify its loan collection program to ensure that the calculation of the date a
student loan enters repayment status is in accordance with federal guidelines.

c. Strengthen procedures to ensure that student withdrawa information is reported
to the Nationa Student Loan Data System for al students.
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University of Southern Colorado Response:

Agree. The Universty of Southern Colorado has made sgnificant improvements
in the management of the Federd Perkins Loan Program in the past fiscd year,
and further improvements are planned:

a. A supervisor will review and approve on dl documentation from borrowers
requesting a financid hardship deferment of their Federal Perkins Loan. To
be implemented November 2002.

b. Thisisafunction of the software used to manage the Perkins program. We
will review federd reguirements applicable to the Perkins Loan Program. To
be implemented March 2003.

c. The University will work to strengthen the process with other University
departments to ensure dl student withdrawals are transmitted to the Nationd
Student Loan Data System.  To be implemented January 2003.

State Board for Colorado Community
Colleges and Occupational Education

The State Board for Community Collegesand Occupationa Education (SBCCOE or the
Board) was established by the Community College and Occupational Education Act of
1967, or Article 23-60, C.R.S. The Board functions as a separate entity and, as such,
may hold money, land, or other property for any educationa indtitution under its
juridiction. The statute assigns responsibility and authority to the Board for three mgjor
functions:

» TheBoard isthe governing board of the state sysem of community and technical
colleges.

* The Board adminigters the occupationa education programs of the State at both
secondary and post-secondary levels.

» The Board administers the State's program of appropriations to local digtrict
colleges and area vocationd schools.
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The Board consists of nine members appointed by the Governor to four-year staggered
terms of service. The statute requiresthat Board members be sl ected to represent certain

economic, political, and geographica condtituencies.

The thirteen colleges in the community college system are asfollows:

College

Main Campus L ocation

Argpahoe Community College

Littleton

Community College of Aurora

Aurora

Community College of Denver

Denver

Colorado Northwestern Community College

Rangely

Front Range Community College

Wesminster

Lamar Community College

Lamar

Morgan Community College

Fort Morgan

Northeastern Junior College

Serling

Otero Junior College

LaJdunta

Pikes Pesk Community College

Colorado Springs

Pueblo Community College

Pueblo

Red Rocks Community College

Lakewood

Trinidad State Junior College

Trinidad

The following comments were prepared by the public accounting firm of KPMG LLP,
who performed audit work at the Colorado Community College System.

Student Financial Assistance

We performed procedures on Student Financial Assistance (SFA) required by the Office
of Management and Budget (OMB) Circular A-133 and the Compliance Supplement for
Student Financial Aid. We aso performed procedures as required by the Colorado
Handbook for State-Funded Student Financial Assistance Programs, issued by the
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Colorado Commission on Higher Education (CCHE), 2002 revison. The 13 findingsand
recommendations below result from this work and are presented in the format required
under OMB Circular A-133 and Government Auditing Standards.

Student Financial Assistance Professional
Judgments

A financid aid adminigrator (FAA) may use professiona judgment, based on adequate
documentation and on a case-by-case bas's, to either increase or decrease one or more
of the data elements used to calculate an estimated family contribution (EFC) or to adjust
a student's cost of attendance (COA). The reason must be documented in the student's
file and it must relateto that student's specid circumstancesthat differentiate theindividua
student (not to conditionsthat exist for awhole classof students). A school must maintain
records for each SFA recipient that include, but are not limited to, documentation of all
professiond judgment decisons. Moreover, aschool's recordkeeping procedures should
dlow for establishing and maintaining a clear audit trail. A dear audit trail is defined as
maintaining required documentation that supports each transaction involving receiving or
expending federal funds. @001 - 2002 United States Department of Education
Application and Verification Guide; 2001 - 2002 United States Department of
Education Sudent Financial Aid Handbook, Volume 2: Ingtitutional Eligibility and
Participation, Chapter 8: Recordkeeping and Disclosure; June 2001 United States
Department of Education Blue Book, Chapter 2: General Institutional
Responsihilities.)

Adequate procedures are not in place at Pikes Peak Community College (PPCC) to
ensure that professona judgments are made in accordance with the supporting
documentation provided by the sudent. In asample of 30 students (8 from PPCC), 2 of
the PPCC students sdlected had inadequately documented professional judgments that
changed their EFC. The changes were not supported by the documentation provided.
The studentswere awarded SFA based onthe newly calculated EFCs. Upon presentation
of this Stuation to the Registrar/Director of Enrollment Services, who concurred that the
documentationdid not support the changesmade, the professiona judgmentswereredone,
resulting in new EFCs. Theresulting Pell awardswere $2,250 less than the originaly paid
Pdl awards. Theorigina Pell over-awardswerereplaced by stateaid, leaving the students
with the same total aid packages. The effect of the finding is that PPCC may make
professond judgments that are not based on the supporting documentation, which, if not
detected and corrected, could result in SFA awards being made to indligible students or
at improper award levels.
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Thisfinding resulted in questioned codts of $2,250. These charges were origindly made
to the federa Pell program and then subsequently credited to the federal Pell program,
being covered by inditutiona funds, following discovery during the audit.

(CFDA No. 84.063; Federd Pdll Grant Program; Eligibility.)

Recommendation No. 40:

Pikes Peak Community College should establish procedures to ensure that professiona
judgments are clearly based on the supporting documentation received from the sudents
and that the professond judgments are adequately documented, providing a clear audit
trail.

Pikes Peak Community College Response:

Agree. Pikes Pesk Community College agrees and will provide focused training
for dl financid ad officers to reinforce the need for a clear audit trail by June
2003.

Federal Direct Loans

Front Range Community College (FRCC) does not have adequate proceduresin placeto
ensurethat spring graduate Federd Direct Loan borrowersreceive written exit counseling
materids in atimey manner. Front Range Community College and Trinidad State Junior
College (TSIC) do not have adequate procedures to ensure that exit counsding is
provided to borrowers who cease at least haf-time attendance.

In a sample of 30 students (7 from FRCC and 3 from TSIC), there was one FRCC
student who separated from the College by graduating in May for whom the College did
not have documentation subgtantiating the student's compliance with exit counseling
regulations. At FRCC, exit counsdling materials are mailed at the end of summer term to
soring and summer graduates. Therefore, the school did not advise this student, or any of
its other spring graduate borrowers, to complete exit counseling shortly before graduating,
and exit counseling materids were not mailed to this sudent, or any of the other spring
graduate borrowers, within 30 days of graduation, as required by the regulations. In
addition, TSIC and FRCC do not monitor borrowers who ceese at least half-time
attendance; therefore, these borrowersdo not receive exit counseling unlessthey graduate.
Exit counsding is not being provided timely to spring graduate Federa Direct Loan
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borrowers at FRCC. Exit counsdling is not being provided to Stafford Loan borrowers
at FRCC and TSIC who cease at least half-time attendance.

A school should advise its Stafford Loan borrowers to sign up for an exit counsdling
session or complete online exit counseling before the student borrower ceases at least
haf-time attendance or graduates. If the student fails to complete the exit counsding as
required, the school must provide exit counsdling ether through interactive eectronic
means or by mailing written exit counsdling materids to the student borrower within 30
days after the school learnsthat the student borrower has withdrawn from school or failed
to complete exit counsdling as required. A school must maintain documentation
substantiating their compliance with exit counsding for each student borrower. (34 CFR
682.604 - FFEL; 34 CFR 685.304 - FDL.)

(CFDA Nos. 84.032 and 84.268; Federd Family Education Loans and Federa Direct
Student Loans; Specid Tests))

Recommendation No. 41:

Front Range Community College should establish proceduresto ensure that dl graduating
Federal Direct Loan borrowers who do not complete exit counsdling before graduating
receive written exit counsding materids within 30 days following their graduation. Front
Range Community College and Trinidad State Junior College should establish procedures
to ensure that exit counsgling is provided to borrowers who cease at least hdf-time
attendance.

Front Range Community College and Trinidad State
Junior College Response:

Agree. Front Range Community College and Trinidad State Junior College agree
and will implement the necessary changes no later than June 30, 2003.

Deter mination of Withdrawal Date

A school isrequired to determinethewithdrawal datefor astudent who withdrawswithout
providing naotification by 30 days after the end of the term from which the student
withdrew. Further, the school must return its portion of unearned Title IV fundsby no later
than 30 days after the date the school determined the student withdrew. (34 CFR 668.22.)
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Adequate procedures are not in place a Trinidad State Junior College (TSIC) to ensure
that the withdrawa date of sudents who withdraw without providing notification is
determined within 30 days after the end of theterm. In a sample of 30 students (3 from
TSIC), there was a TSIC student who unofficialy withdrew in thefal 2001 semedter, but
the withdrawal date was not determined until April 15, 2002. The return of unearned funds
wasthen made on April 16, 2002. The latest date by which this student'swithdrawal dete
should have been determined was January 12, 2002, and the return of unearned Title [V
funds should have been made by February 11, 2002.

Withdrawa dates for students who unofficidly withdraw from TSIC are not being
determined timely. Thisin turn has caused TSIC to return its portion of unearned Title [V
funds, in our sample totaing $500, beyond the time frame established by the regulations.

(CFDA No. 84.063; Federd Pdl Grant Program; Specia Tests.)

Recommendation No. 42:
Trinidad State Junior College should establish procedures to ensure that the withdrawal

dates of students who withdraw without providing notification are determined at the latest
within 30 days after the end of the term.

Trinidad State Junior College Response:

Agree. Trinidad State Junior College agrees and will implement by June 2003.

Return of TitlelV Funds- Withdrawals

Adequate procedures are not in place at Front Range Community College (FRCC) to
ensure that returns are made within 30 days after the date the school determined the
sudent withdrew. A school isrequired to return unearned Title IV funds no later than 30
days after the date the school determined the student withdrew (34 CFR 668.22.)

Inasample of 30 students (7 from FRCC), therewere 2 FRCC studentsfor whom returns
of Title IV funds were made after the 30-day time period dlowed. One return was made
40 days late (or 70 days after the school determined the student had withdrawn) and one
return was made 60 days late (or 90 days after the school determined the student had
withdrawn). As a result, FRCC returned $1,168 late and was not compliant with
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gpplicable regulations. FRCC has returned its portion of unearned Title IV funds beyond
the time frame established by the regulations.

(CFDA Nos. 84.007, Federal Supplemental Educational Opportunity Grants; 84.033,
Federal Work Study Program; 84.063, Federa Pell Grant Program; Specid Tests))

Recommendation No. 43:
Front Range Community College should establish proceduresto ensurethat theingtitution's

portion of astudent's unearned Title IV funds are returned within 30 days after the school
has determined a student has withdrawn.

Front Range Community College Response:

Agree. Front Range Community College agreesand will implement the necessary
changes no later than June 30, 2003.

Overpayments

If a student owes a grant overpayment as a result of a withdrawal, the student is not
required to repay the grant overpayment if the initiad amount of the grant overpayment,
before the 50 percent grant returnreduction afforded to students, isless than $25. (2001
- 2002 United States Department of Education Sudent Financial Aid Handbook,
Volume 2: Ingtitutional Eligibility and Participation, Chapter 6: Return of Title IV
Funds)

Adequate procedures are not in place at Front Range Community College- Westmingter
(FRCC-W) to ensure that grant overpayments less than $25 after the 50 percent
reduction, but greater than or equal to $25 before the 50 percent reduction, are requested
to be repaid by the student. In a sample of 30 students (4 selected specificaly from
FRCC-W), one of the FRCC students owed a grant overpayment that was $25 before
the 50 percent reduction, but the College did not request the student to make the return.

FRCC-W did not request the student to repay a required grant overpayment until we
questioned costs of $12.50. The College subsequently requested the student repay these
funds, which the student has done.
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(CFDA Nos. 84.007, Federal Supplemental Educational Opportunity Grants; 84.033,
Federal Work Study Program; 84.063, Federa Pell Grant Program; Specid Tests.)

Recommendation No. 44:

Front Range Community College - Westmingter should establish procedures to ensure
students are requested to repay required grant overpayments.

Front Range Community College - Westminster
Response:

Agree. Front Range Community College- Westmingter agreesand will implement
the necessary changes no later than June 30, 2003.

Return of TitlelV Funds Calculation - School
Portion

If arecipient of Student Financid Aid (SFA) grant or loan funds withdraws from a school
after beginning attendance, the amount of SFA grant or loan assstance earned by the
sudent must be determined by cdculating a Return of Title IV Funds. If the amount
disbursed to the sudent isgreater than the amount the sudent earned, unearned funds must
be returned. The school must return the lesser of (1) the amount of Title IV fundsthat the
sudent doesnot earn or (2) theamount of ingtitutiona chargesthat the student incurred for
the payment period or period of enrollment multiplied by the percentage of fundsthat was
not earned. If the school returns amount (2), then the student must return the difference
between the amount of unearned Title 1V funds and amount (2). (34 CFR 668.22.)

Adeguate procedures are not in place at the Community College of Denver (CCD) to
properly caculate Return of Title IV Funds and to make the returns. In a sample of 30
students (6 from CCD), 6 CCD Return of Title IV Funds ca culations were performed
incorrectly and the resulting returns of unearned aid were not made by the schoal.
Additiondly, the school requested the students to return $1,628 more than they were
required to return. In summary, the College erroneoudy calculated the percentage of Title
IV funds unearned by the students, improperly excluded spring break, did not make the
actua returns, and requested the students to return more than required. CCD's Return of
Title IV Funds ca culations were incorrect; the amounts they requested the students to
return were dl higher than they should have been; and the schoal did not returnits portion
of the unearned aid.
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Thefinding resulted in questioned costs of $2,278 not returned. Likely questioned costs
exceed $10,000 based on indications made by the financid ad director that no returns
were likely made for the entire award year.

(CFDA Nos. 84.007, Federal Supplemental Educational Opportunity Grants; 84.033,
Federal Work Study Program; 84.063, Federa Pell Grant Program; Specid Tests))

Recommendation No. 45:
Community College of Denver should establish procedures to ensure that Return of Title
IV Funds cdculations are made properly and to ensure that the school's portion of the

unearned aid isreturned. This should include areview of dl Title IV Funds cdculations
during the period in question. Errors should be corrected and appropriate action taken.

Community College of Denver Response:

Agree. Community College of Denver agrees and will implement by June 2003.

Return of TitlelV Funds Calculation - I nstitutional
Charges

In a Return of Title IV Funds caculation, the school must return the lesser of (1) the
amount of Title IV funds that the student does not earn or (2) the amount of ingtitutional
chargesthat the student incurred for the payment period or period of enrollment multiplied
by the percentage of funds that was not earned. Indtitutional charges are tuition, fees, and
other education-related expenses assessed by the ingtitution. (34 CFR 668.22.)

Adeguate procedures are not in place a Front Range Community College (FRCC) to
ensure that the proper ingtitutional charges are used. In a sample of 30 students (7 from
FRCC), seven inditutiona charges that are components of the Return of Title IV Funds
caculations were based on student budgets rather than on charges that were initialy
assessed to the student for the payment period or period of enrollment at FRCC.

The cdculated amounts of Title IV funds to be returned by FRCC and its students were
affected by thisimproper use of student budgets instead of charges actually assessed the
student for theindtitutiona charges portion of the Return of TitlelV Fundscaculations. The
Coallege returned $393 more than required and the students returned less than required,
with the net effect being an overreturn. There are no questioned costs, because FRCC
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returned $393 more than wasrequired to the Title IV programs, dueto the use of incorrect
inditutiona chargesin the caculations.

(CFDA Nos. 84.007, Federal Supplemental Educational Opportunity Grants; 84.033,
Federal Work Study Program; 84.063, Federa Pell Grant Program; Specid Tests))

Recommendation No. 46:

Front Range Community College should establish procedures to ensure that the proper
inditutiona charges are used in the Return of Title IV Funds caculations.

Front Range Community College Response:

Agree. Front Range Community College agreesand will implement the necessary
changes no later than June 30, 2003.

Return of TitleV Funds Calculation - Spring
Break Exclusion

Inditutionaly scheduled school day breaks of five or more consecutive days are excluded
from the total number of calendar daysin theterm in Return of Title 1V Funds caculations
and therefore do not affect the calculation of the amount of Title IV aid earned. This
provides for more equitable trestment of students who withdraw near each end of a
scheduled break. All days between the last scheduled day of classes before a scheduled
bresk and the first day classes resume are excluded from both the numerator and
denominator in caculating the percentage of the term completed. (34 CFR 668.22; 2001
- 2002 United States Department of Education Student Financial Aid Handbook,
Volume 2: Ingtitutional Eligibility and Participation, Chapter 6: Return of Title IV
Funds)

Adeguate procedures are not in place at Community College of Denver (CCD), Pikes
Peak Community College (PPCC), Pueblo Community College (PCC), and Front Range
Community College - Larimer (FRCC-L) to ensure that spring break, an inditutionaly
scheduled school day break of five or more consecutive days, is properly excluded from
the Return of Title IV Funds caculations. In a sample of 30 students (23 from CCD,
PPCC, PCC, and FRCC-L), there were 3 CCD students, 2 PPCC students, 1 PCC
student, and 1 FRCC student for whom spring break was improperly excluded, which
affected the Return of Title IV Funds caculation.
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CCD, PPCC, PCC, and FRCC-L improperly excluded spring bregk in their Return of
Title IV Funds cdculaions, causing $1,266 moreto be returned to the Title IV programs
thanwas required. There are no questioned costs, because PPCC, PCC, and FRCC-L
returned more than wasrequired to the Title 1V programs, sincethey had more daysinthe
spring term than they should have had in their Return of Title 1V Funds caculations. CCD
did not return any of its portion of unearned Title 1V funds.

(CFDA Nos. 84.007, Federal Supplemental Educational Opportunity Grants; 84.033,
Federal Work Study Program; 84.063, Federa Pell Grant Program; Specid Tests))

Recommendation No. 47:
Community College of Denver, Pikes Pesk Community College, Pueblo Community
College, and Front Range Community College - Larimer should establish procedures to

ensure that Spring Break is properly excluded from the Return of Title IV Funds
cdculations.

Community College of Denver Response:

Agree. Community College of Denver agrees and will implement by June 2003.

Pikes Peak Community College Response:
Agree. Pikes Pesk Community College agreeswith the recommendation and will
require that a second level review for Spring Break caculationsis madeto ensure

funds in excess of that required by the calculations are not returned to the Title IV
programs by June 2003.

Pueblo Community College Response:

Agree. Pueblo Community College agrees with the recommendation and will
implement necessary changes no later than June 30, 2003.

Front Range Community College - Larimer Response:

Agree. Front Range Community College- Larimer agreesand will implement the
necessary changes no later than June 30, 2003.
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Eligibility Certification Approval Report

The Hligihility Certification Approva Report (ECAR) must be kept available for review
by auditors. The ECAR contains the most critica data éements that form the basis of the
school's approval for participating in the Student Financid Aid (SFA) programs, such as
the SFA programs the school is dligible to participate in, the highest level of programs
offered, any non-degree programs or short-term programs, and any additiond locations
that have been agpproved for the SFA programs. (2001 - 2002 United Sates
Department of Education Sudent Financial Aid Handbook, Volume 2: Institutional
Eligibility and Participation, Chapter 10: Applying for and Maintaining
Participation; June 2001 United States Department of Education Blue Book,
Chapter 2: General Institutional Responsibilities.)

Adequate procedures are not in place at Pikes Peak Community College (PPCC) to
ensure that the ECAR is kept available for review by auditors. PPCC could not provide
its ECAR for Fiscd Year 2002, because it had been misplaced. PPCC is noncompliant
with recordkeeping requirements regarding its ECAR, and we were unable to observe
some of the most critical data dements that form the basis of the school's approva for
participation in the SFA programs as shown on the ECAR.

(CFDA Nos. 84.007, Federal Supplemental Educational Opportunity Grants; 84.033,
Federal Work Study Program; 84.063, Federa Pell Grant Program; Specid Tests))

Recommendation No. 48:

Pikes Peak Community College should establish procedures to ensure that the Eligibility
Certification Approva Report is kept avallable for review by auditors.

Pikes Peak Community College Response:
Agree. Pikes Pesk Community College agrees and will take stepsto ensure the

Eligibility Certification Approval Report is kept avallable for review in the future.
Implementation date: June 2003.
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Award Packaging

The U.S. Department of Education (ED) and the Colorado Commission on Higher
Education (CCHE) prescribe a broad range of responshilities that schools participating
in the Title IV Student Financid Assstance programs and the state-funded student
assistance programs, respectively, must meet. These responsibilities cover such areas as
inditutiond fiscal operationsand network of respongihilities; inditutiond digibility; financia
respongbility; administrative capability (including separation of functions); and other areas
such as consumer information, inditutiona policies and procedures, program evauation,
returnof TitlelV funds, record maintenance, and disclosure of student information. TheED
aso requires schools to be adminidtratively cegpable.  (June 2001 United States
Department of Education Blue Book, Chapter 2: General Institutional
Responsibilities; 6/17/02 Colorado Commission on Higher Education, Appendix A
Guidelines.)

In conducting our audit, we noted that Trinidad State Junior College (TSIC) had a smdl
financid ad gaff of two people, and awards financid aid manudly to each sudent rather
than using the avallable automated packaging programs that the other Colorado
Community College System (CCCS) schoolsuse. Wea so noted severd areashighlighted
in the completed CCHE Financia Aid Questionnaire that could be improved upon.

The manual awarding process does not gppear efficient, given TSIC'slimited financid aid
daff 9ze. Inaddition, the areas highlighted may makeit difficult for the Collegeto meet the
required responshilities of schools that participate in the Title IV and state-funded
programs and may make it difficult to maintain optimum segregetion of duties and
adminidrative oversght. Some of the common respongibilities assgned to afinancid aid
officeareto (1) devel op written policiesand procedures on the way the school administers
Title IV and state-funded programs (2) adhere to the principle of separation of functions
and (3) keep current on changesin laws and regul ations to ensure that the school remains
in compliance. Schools should aso evaluate the way they administer Title IV and
state-funded programs on aregular basis by evauating and analyzing exigting procedures,
practices, and policies to determine where improvements are needed. Thisis a priority
area of the ED and should aso be a priority for financid aid adminigtrators and school
busi ness officers. Some components of adminigtrative cgpability include (1) administering
Title 1V programs according to dl Title IV requirements (2) using an adequate number of
qudified persons to administer Title IV programs in which the school participates (3)
adminigering Title IV programs with adequate checks and baances in the system of
interna controls (4) not demongtrating any significant problemsin the &bility to administer
Title IV programsand (5) not appearing to lack the ability to administer Title IV programs
appropriately.
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In reviewing TSIC's completed CCHE Colorado Financid Aid Questionnaire, KPMG
noted the following areas to improve upon:

» The school does not have afinancid aid advisory committee.

» ThePdl grant that a sudent is entitled to receiveis not counted as aresourceif a
gudent has not applied for it. For need-based programs, inditutions are to
consider the amount of Pell funds a student is entitled to receive as a resource
regardless of whether the student has gpplied for the Pell grant.

» The written packaging policy does not address the method by which ad is
awarded to less than full-time students.

* Theingtitution has not established due process procedures for students suspected
of fraud and abuse in state-funded programs and has not established pendtiesfor
proven fraud.

The limited staff Size crestes an environment where segregation of duties is difficult to
achieve, and the manua awarding leads to a higher likdihood of human error. These
deficiencies cause alarge casdload that must be manualy processed by the staff, and the
lack of procedures could result in erroneous amounts being awarded to students. The
manua processing by so few people crestes time congraints, which makesiit difficult for
the financid ad office to comply with some of the common responsibilities assigned to
financid aid officesand makesit difficult to maintain administrative oversight independently.
In addition, these conditions increase the risk of misuse of funds and other resources. A
financid aid advisory committee would provide monitoring and secondary review of the
overdl award process and help ensure gpplicants are treated equitably.

(CFDA Nos. 84.007, Federal Supplemental Educational Opportunity Grants; 84.033,
Federd Work Study Program; 84.063, Federd Pell Grant Program; Eligibility.)

Recommendation No. 49:

Trinidad State Junior College (TSJC) should consider the need to automate the award
packaging process and condgder the need for additional mitigating controls to ensure
proper segregation of duties for carrying out the SFA programs.  This would dlow the
commonresponghilitiesof afinancid ad officeadminigering the Title 1V and state-funded
programs to be complied with in a more adequate, efficient, and timely manner. This
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would reduce the potentia for human error and would a so ease the burden imposed on
the limited aff.

TSIC should establish afinancid aid advisory committeewhose dutiesinclude, but are not
necessarily limited to, advisng the financid ad director concerning policy issues. TSIC
should incorporate into its packaging policy an alowance for federa Pell grant funds a
student may be entitled to receive, regardiess of whether the student applied for a Pell
grant. The packaging policy should also address the method by which aid is awarded to
less than full-time students. Finally, TSIC should establish due process procedures for
students suspected of fraud and abuse in state-funded programs and should establish
pendties for proven fraud.

Trinidad State Junior College Response:

Agree. Trinidad State Junior College agrees and will implement by June 2003.

Student Financial Aid Policies and Procedur es

As discussed previoudy, we noted a number of findings and recommendations related to
certain colleges student financid aid and the controls in place over compliance
requirements. While we did note that student financia aid programs are carried out by
each of the individua colleges in accordance with ingtitution policies and procedures, we
bdieve there is an opportunity to share best practices and help ensure compliance
systemwide with student financia aid requirements.  For example, a standard policy for
cdculaingthereturn of TitlelV fundswould benefit the entire system and ensure cons stent
compliance with the requirement. A smilar policy on use and documentation of
professiond judgmentswould hel p the collegesto ensureawardsare being madeto digible
students.

(CFDA Nos. 84.007, Federal Supplemental Educational Opportunity Grants; 84.033,
Federa Work Study Program; 84.063, Federal Pell Grant Program; Other.)

Recommendation No. 50:

Colorado Community College System (CCCS) should evauate the student financid ad
findings noted above and ensure dl collegesarein compliance and have adequate interna
controls over theareas noted. CCCS should aso develop systemwide policiesto address
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key student financia requirements such as return of Title IV funds and professiond
judgments.

Colorado Community College System Response;

Agree. Colorado Community College Systemdoes not currently have resources
dedicated to coordinating and monitoring financia aid operationsat its 13 colleges.
Resourceswill need to beredllocated or added to fulfill thisrecommendetion. This
recommendation will be implemented by June 2003.

Vocational Education - Basic Grantsto States

When entities are funded on a reimbursement basis, program costs must be paid for by
entity funds before rembursement is requested from the federa government. When funds
are advanced, recipients must follow proceduresto minimizethe time el gpsed between the
transfer of funds from the U.S. Treasury and disbursement (e.g., maximum of three days
prior to disbursement for expendituresfor the purpose for which the funds were intended
under the grant).

When advance payment procedures are used, recipients must establish smilar procedures
for subrecipients.  Passthrough entities must monitor cash drawdowns by their
subrecipients to ensure that subrecipients conform substantialy to the same standards of
timing and disbursement amounts that apply to the pass-through entity. Colorado
Community College System (CCCY) receives Vocationa Education - Basic Grants to
States funds on areimbursements basis; however, we found that CCCS makes payments
to subrecipients on a quarterly basis based on internaly determined percentages of 23
percent in the first quarter, 27 percent in the second quarter, and 25 percent in the third
and fourth quarters. During Fiscal Year 2002, CCCS distributed $5,065,000. CCCS
does not know if its subrecipients spent their dlocations in accordance with these
predetermined percentages prior to the distributions. We a so noted that CCCSrequested
reimbursement from the federd government of $31,523 greater than the amount
distributed.

We noted that CCCS makes quarterly payments to grantees without supporting
documentation of the amount spent. CCCS periodically requests reimbursements based
on expenditures reported in its genera ledger. However, due to manua processing of
transactions, errors were made in the rembursement request. CCCSis not tracking the
timing of reimbursements at the subrecipient level to ensure that monies are not advanced.
The result of this practice is that CCCS could be advancing monies, rather than
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reimburang actual expenditures incurred. CCCS aso received more federa funds than
it spent.

Thisfinding resulted in questioned costs of $31,523. CCCS agpplied this amount against
its Fiscal Year 2003 federa draw.

(CFDA No. 84.048; Vocationa Education - Basic Grants to States, Cash Management
and Allowable Costs))

Recommendation No. 51:

Colorado Community College System (CCCS) should ensure funds are disbursed to
subrecipients only on an as-needed basis and only reimburse subrecipients for amounts
expended on allowable costs, wherethe expendituresare adequately documented. CCCS
should evduate dternatives to ensure that expenditures are for dlowable costs and
activities before providing rembursement.

CCCS should dso ensure that entriesto record revenue are accurate and compl ete so that
requests for rembursements are aso accurate.

Colorado Community College System Response;

Agree. Colorado Community College System agrees. Additiona reporting and
monitoring processes will need to be initiated, potentialy requiring resources not
currently avalable in this operation. The Sysem will seek to fulfill this
recommendationin the most cost-effective manner possibleand develop aplanto
address these deficiencies by June 2003.

Allowable Costs and Subrecipient Monitoring

Federd regulations related to subrecipient monitoring require that grantees establish and
implement proceduresfor the ongoing monitoring of their del egate agencies (subrecipients)
carying out Carl Perkins - Vocationa Education operaions. Monitoring of grantees
should include controls to ensure that reimbursements to subrecipients are adequately
supported asto propriety for alowability within program requirements.

Colorado Community College System (CCCS) performsannua auditsof alimited number
of grantees to monitor subrecipients subsequent to year-end to ensure expenditures
incurred by the subrecipient were for alowable costs and activities. However, adequate
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procedures are not in place during the year to document and ensure that subrecipients are
adminigering federd awards in compliance with federa requirements as they apply to
dlowable costs and activities and matching requirements. CCCS dso does not obtain and
review subrecipient A-133 reports. Subreci pients comprise gpproximately 60 percent of
federa expenditures totaling approximately $5,065,000 for Fiscal Y ear 2002.

CCCSisnot able to adequatdly support monitoring of subrecipients for the grant funds
pad and verify that funds were specificaly used for authorized purposes within the
program during the year.

(CFDA No. 84.048; V ocational Education - Basic Grantsto States; Allowable Costsand
Subrecipient Monitoring.)

Recommendation No. 52:

Colorado Community College System should strengthen monitoring procedures and the
documentation over subrecipients receiving funds for the Carl Perkins - Vocationd
Education program, including:

a  Enauring that subreci pients expending $300,000 or morein federa awardsduring
the fiscd year have met the audit requirements of OMB Circular A-133 for that
fiscd year.

b. Issuing management decisons on audit findings within Sx months after receipt of
subrecipients audit reports, and ensure that subrecipients take appropriate and
timely corrective action.

c. Evaduating its other monitoring procedures to ensure compliance with applicable
requirements.

Colorado Community College System Response;

Agree. Additiona internd audit resources may be required to stisfy this
recommendation. Additiona reportingwill berequired of the subrecipientsaswell.
CCCS will develop aplan to achieve the necessary audit coverage during Fisca
Y ear 2003.
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Preparing Tomorrow's Teachersto Use
Technology

The Preparing Tomorrow's Teachers to Use Technology grant is funded on a
reimbursement basis. When entities are funded on a reimbursement basis, program costs
must be paid for by entity funds before reimbursement is requested from the federd
government. Colorado Community College System (CCCYS) received reimbursement for
which it had not expended monies during Fiscal Y ear 2002.

CCCS overdrew its Preparing Tomorrow's Teachers to Use Technology grant by
$105,234 during Fisca Year 2002. This error was the result of improper posting of a
previous cash receipt and errors in recording accounts recelvable. This resulted in
questioned costs of $105,234. Thesefundswere applied againgt thefirst Fiscal Y ear 2003
request for rembursement.

(CFDA No. 84.342; Preparing Tomorrow's Teachers to Use Technology; Cash
Management.)

Recommendation No. 53:

Colorado Community College System should srengthen controls over its cash
management process to ensure requests for reimbursement are for costs incurred.

Colorado Community College Response:

Agree. CCCSwill take steps necessary to strengthen cash management controls
by June 2003.

Colorado School of Mines

The Colorado School of Mineswasfounded on February 9, 1874. The primary emphasis
of the Colorado School of Mines is engineering, science education, and research. The
School operates under the authority of Article 40, Title 23, C.R.S.

The following comments were prepared by the public accounting firm of BKD, LLP, who
performed audit work at the Colorado School of Mines.
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Receipt and Use of Federal Funds

The Colorado Schoal of Mines (the University) participates in numerous federa grant
programs throughout the year. These grants are largdly for research and development
programs within the Universty and for student financid aid. Research and development
and student financia aid were tested as major programs under the Office of Management
and Budget (OMB) Circular A-133 for the fiscad year ended June 30, 2002. During the
year the University had expenditures under these federd grants of $14.8 million. Our
testing noted instances of noncompliance with the requirements of federd grantsor OMB
Circular A-133 asfollows.

| mprove Subrecipient Monitoring

Inthefiscal year ended June 30, 2002, the University reported on its Schedule of Federa
Assistance funds passed through to subrecipients of $2,850,048 in eight programs.

The requirements set forth in the OMB Circular A-133 provide that pass-through entities
(inthiscasethe Universty) obtain reasonable assurancethat federd award information and
compliance requirements are identified to subrecipients, subrecipient activities are
monitored, subrecipient audit findings are resolved and the impact of any subrecipient
noncompliance on the pass-through entity is evaluated. Also, the pass-through entity
should perform procedures to provide reasonabl e assurance that the subrecipient obtains
required audits and takes appropriate corrective action on audit findings. During our
testing of research and devel opment grantswe found that the Universty did not adequately
document information about its subrecipient monitoring.

The Univerdty desgnates a principa investigator for each grant, usudly a university
professor. This investigator is respongble for gpproving al expenditures submitted by
subrecipients and for supervison of the subrecipient. While proper supervison may be
occurring, the Univerdity did not have documentation to support the monitoring process.
Without the documentation, it is not possble to determine if dl federa requirements had
been met.

The Univergty should maintain adatabase thet listsdl subrecipients. The database should
document that the subrecipients have received an OMB Circular A-133 audit and are
aware of theguidelines of thisregulation. Univergity personnd should then document their
review of the audit and respond to an reported findings and questioned costs. If the
Univerdty does not receive an A-133 audit from the subrecipient, a certification letter
should be sent to the subrecipient. The subtitles on the certification letter should include
the following: 1) audit not complete, 2) audit complete/no findings, 3) audit
completelrdlated findings, or 4) not subject to audit. The database should aso track any
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other communication or monitoring of the subrecipient by the principa investigetor. If a
certificationletter or A-133 audit isnot received the subreci pient should be considered not
in compliance. If asubrecipient is not in compliance, the principa investigator should be
notified. The principa investigator should inform the subrecipients that payments will be
withheld until they are in compliance with regulations.

This recommendation was made in the prior two years audit and has not been corrected.

(Various CFDA Nos.; Research and Development Cluster; Subrecipient Monitoring.)

Recommendation No. 54:

The Colorado School of Mines should develop subrecipient monitoring documentation
policies and procedures to help ensure that subrecipient files are properly maintained and
provide documentation for the monitoring that has occurred.

Colorado School of Mines Response:

Agree. The Colorado School of Mines continued to strengthen thisareawithinthe
past twelve months. A database was created to track al subrecipients, however,
the procedureto certify compliance concerning the reci pient’ scompl etion of an A-
133 audit has not yet been implemented. Thiswill be implemented in the current
fiscd year. Implementation date April 2003.

Proper Close-out Procedures

During thefisca year ended June 30, 2002, the University completed approximeately 100
projects for which it recaeived federa research and development grants. To ensure
compliance with gpplicable laws, regulations, and provisons of each grant, the University
documents "close-out” procedures for each project completed. Documentation of close-
out procedures includes contractud and financia status checklists and conversation logs
between the department recelving the grant and the grantor. Close-out proceduresarein
place to ensure that additional expenses are not charged to the project after it has been
completed. In our testing, 1 of the 21 closed projects tested lacked documentation of
close-out procedures due to an oversight in the grant department. While we did not
observe improper expendituresinthisgrant, thereisrisk tothe University whenthepolicies
are not followed.
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(See Appendix A, Colorado School of Mines, for listing of applicable CDFA Nos,
Specid Tests and Provisons)

Recommendation No. 55:

The Colorado School of Mines should follow the policies and procedures to help ensure
close-out procedures are documented for each project completed to prevent erroneous
expenses being charged to these projects and ensure compliance with gpplicable lavs and
regulations.

Colorado School of Mines Response:

Agree. Thereisadocumented process and procedure in place to close-out each
project. The audit identified an error in one phase of the close-out database. This
technical error was corrected during the current fisca year. An additiona
procedure was aso added to identify al closed-out projects on the financia
system and the close-out database. Implementation date January 2003.

Calculating Pell Grant Amounts

The University has411 studentswho received gpproximately $955,446 in grantsunder the
Federal Pdll Grant Program. Under the Federd Pell Grant Program, amountsareawarded
to students based on the students expected family contribution, expected cost of
attendance and enrollment status. The Univerdity calculates amounts to be awarded to
students using the "Regular Payment Schedule for Determining Scheduled Awards'
provided annudly by the federd government. In our testing, 1 of the 30 students tested
was awarded an incorrect amount of $125 and should have been awarded $2,900. The
student's Pell Grant was ca cul ated based on part-timerather than full-time statusin school.

(CFDA N0.84.063; Federd Pdl Grant Program; Eligibility.)
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Recommendation No. 56:

The Colorado School of Mines should develop a process for reviewing financia aid
awards to ensure that Pell Grants are awarded in the correct amount.

Colorado School of Mines Response:

Agree. The Colorado School of Mines has policies and procedures in place for
cdculating the correct financid ad awards. The procedureswill be reviewed for
an opportunity to strengthen them.  When the error was discovered, it was
corrected and the amount was properly remitted to the sudent. Implementation
date March 2003.

Transmissionsto the National Student L oan Data
System

The University has 1,724 studentswho received gpproximately $7,455,056 in loansunder
the Federad Family Education Loan (FFEL) program. Under the FFEL program, the
Universty is required to communicate to lenders and guarantors changesin sudent status
when students graduate, withdraw or drop out. The University performs the required
communicaionthroughtheNational Student Loan DataSystem (NSLDS). TheUniversty
trangmits al required information to NSLDS which makes available the information to
lenders and guarantors. The transmissionto NSLDS for spring graduates did not include
find gradesfor the spring semester. As a result, graduation dates were not included for
students who graduated in May 2002. This was due to the transmission being sent to
NSLDS prior to the find grades being entered into the System. The Universty did
retrangmit the information once the problem was detected. This is a violaion of the
provisonof the FFEL program. Asaresult of NSLDS not receiving thisinformation, and
therefore the lenders not receiving graduation dates, students who graduated would not
have gone into repayment status on their loans at the correct time. The University should
determine the cause of the missing information and develop a report review system to
ensure al required fields are communicated in the future.

(CFDA No0.84.032; Federa Family Education Loans; Specia Tests and Provisions.)
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Recommendation No. 57:

The Colorado School of Minesshould develop policiesand proceduresto hel p ensurethat
dl communications with Nationad Student Loan Data System (NSLDS) are complete,
accurate, and timely.

Colorado School of Mines Response:

Agree. Colorado School of Mines is required to transmit data three times per
semedter to the NSLDS. NSLDS publishes requirements and due dates for
submitta of information. Dueto aninternal processerror, thetranamittal cited was
submitted earlier than the due date. Controls are now in place to ensure that the
University does not submit the report early nor without al of the required
information. Implementation date February 2003.

Student Loan Division

The Colorado Student Loan Program (CSLP or Student Loan Division or the Division)
was created by an act of the Colorado Legidature in June 1979 to assist Colorado
resdents in meeting expenses incurred in avaling themsdves of higher education
opportunities. CSLPs mission is to provide students with access and choice in higher
education by ensuring the availability and vaue of financing programs.

Thefollowing commentswere prepared by the public accounting firm of Clifton Gunderson
LLP, who performed audit work at the Student Loan Division.

Duplicate Billings for Default Aversion Fees

The Colorado Student Loan Program (CSLP) engages in default averson activities
designed to prevent the default on a loan by aborrower. Default averson activities are
activities of aguaranty agency, such asthe CSLP, that provide collection assstanceto the
lender on addinquent loan, including due diligence activities, prior to theloan being legdly
in adefault gatus. In generd, the CSLP may transfer a default averson fee (DAF) from
its Federd Fund to its Operating Fund to be used in the operations of the Divison. The
feeis based on 1 percent of the total unpaid principal and accrued interest owed on the
loan in cases where the lender requests default aversion assstance. The DAF should be
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paid only once on each loan. During our audit procedures, we noted instances where the
CSLP was hilling for the DAF more than once for the same loan.

When we natified the CSLP of the problem, the CSLP investigated and found that the
duplicate billing problem began with theimplementation of anew automated processcalled
Common Account Maintenance (CAM) in January 2002 to support the addition and
updating of pre-cdaminformation. Thishilling duplicationwascaused by incorrectly setting
a DAF indicator required for loans to be digible for billing in the new system beginning
January 2002. Theindicator pulled loans into the new hilling, even though the DAF billing
had dready occurred on a previous pre-clam for the same loan. As a result of the
duplicate billings, excess funds weretransferred and used for the operations of the CSLP.
The CSLP identified that total errors accumulated to $420,643. The errors were
corrected and adjusted accordingly at June 30, 2002.

(CFDA No. 84.032; Federa Family Education Loans, Reporting Requirements, Specid
Tedts)

Recommendation No. 58:

The Colorado Student Loan Program (CSLP) should ensure that al new processes
affecting the default averson fee (DAF) billing system are adequatdly tested to avoid
unforeseen impacts on the system and possible errors. Additiondly, the CSLP should
continue to implement and follow established control and system proceduresto correct the
duplicate billing errors within the system.

Student L oan Division Response:

Agree. The Divison has developed processes to identify dl duplicate DAF
billings. The Divison ran aone-time system correction to delete the DAF hilling
information for the second claims that had been erroneoudly hilled. Inaddition, a
CAM update processwas revised so that it will identify aloan that has previoudy
been hilled for the DAF and contain the correct billing indicator. To prevent
further problems with DAF billing, the CSLP has proposed the following
processes to eiminate these errors.

* A processto identify potentid duplicate DAF billings will be run each month
prior to the running of the DAF billing process. If any records are selected for
this report, DAF billing will not be run until the problems can be researched
and resolved.
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» A process has been devel oped to audit the DAF information for dl active and
cancelled pre-cdlams. Thisprocesswill be run prior to running the DAF billing
process. If any recordsare sdlected for thisreport, DAF billing will not berun
until the problems can be researched and resolved.

* A processto identify duplicate DAF billingswill be run after running the DAF
hilling process. If any records are sdlected for this report, they will be
researched and corrected before running any additiona DAF hilling cycles

These procedures were adopted by the Divison in July 2002.

Default Aversion Fee Computed on Incorrect Loan
Balance

In another problem related to the default aversion fee (DAF), we noted that in some
ingtancesthe DAF was not caculated asit should be on the principa and interest amounts
owed a the time the default clam wasfiled, but rather on the current principa and interest
amounts a hilling. Usng incorrect principd and interest amounts in computing the DAF
resulted in overbilling $731 in fees. Excessfeeswere billed because the computation was
based on additiona accrued interest on the loan(s). Subsequent to our test work, the
Divison identified thet the problem began with the implementation of the new Common
Account Maintenance (CAM) automated process in January 2002. When the CAM
systemwas updated and the transactionsfor existing pre-clamswere processed, the DAF
hilling amounts were updated so that they no longer reflected the origind principa and
interest amounts on which the DAF should have been cdculated. The error in the system
was corrected and the adjustment to the financial statements was made as of June 30,
2002.

(CFDA No. 84.032; Federa Family Education Loans, Reporting Requirements, Specia
Tests)

Recommendation No. 59:

The Colorado Student Loan Program should develop and implement a process and
procedures to ensure that the default aversion fees (DAF) are computed on the correct
base amounts. Additiondly, the CSLP should develop procedures to identify problems
and prevent errors before they occur.
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Student L oan Division Response:

Agree. The Divison has developed processes to identify al incorrect DAF
billings. Procedures were developed to identify al clams where the current
DAF principa and interest amountswere not equa to the DAF amountswhen
the clam was initiated. A one-time fix was dso run to correct the DAF
principa and interest amounts within the system, and the Division verified thet
al corrections to the system were performed correctly. In addition, the
procedures have been changed so that when aclaim is added to the system,
the CAM process will initidly set the DAF principd and interest. However,
whensubsequent transactionsarereceived for thesameclaim, thetransactions
will not update the DAF principal and interest amounts. These procedures
were adopted by the Divison in July 2002.

Accrued I nterest on Defaulted L oans Not
Computed Correctly

The Colorado Student Loan Program (CSLP) filesaclam with the U.S. Department of
Education (DE) for reinsurance for defaulted loans after alender filesaclaim for payment
on the defaulted loan with the CSLP. The CSLP will continue to collect from the
borrower. A certain amount of subsequent collections received from the borrower on
defaulted loans is retained by the CSLP. The collections from the borrower are split
between principa and interest. Asinterest rates change, the new rate is entered into the
sysem viaatable. When the interest rate for a variable rate clam changes, an interest
cdculation(IC) transaction is created to accrue theinterest to the effective date of the new
interest rate. |C transactions are used to ensure the accuracy of interest accruals and
provide atrall for changes to interest rates for specific clams. After the IC transaction
occurs, the clam is updated with the new rate.

Through aprocesswherethe CSL P assigned aninterest indicator to each claim, the CSLP
identified instances where certain clams dating back to 1994 had missing | C transactions.
Due to the missing IC transactions, payments received subsequent to the I C transactions
were not applied using the correct interest rates. The CSLP identified that the IC
transactions were not correctly applied primarily due to errorsin the computer system.

The CSLPidentified the estimated amount of underaccrued interest on affected clamswas
approximately $39,082, which resulted in the CSLP's collecting less than what was
actudly due from the borrowers. The CSLP has decided to absorb the cost of the
underaccrud error. In addition, the CSLP identified that it had estimated a tota of
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$13,008 in overaccrued interest. This resulted in the CSLP's collecting more than what
was actudly due from the borrowers. The CSLP is required by its policy to repay
amountsto borrowersthat are overcollected in excess of $20. The aggregate amount that
the CSLP will refund to borrowersover thislimit is$4,858. Theunder- and overaccrued
interest amounts are not reflected as of June 30, 2002.

(CFDA No. 84.032; Federa Family Education Loans, Reporting Requirements, Specid
Tedts)

Recommendation No. 60:

The Colorado Student Loan Program should refund the appropriate amounts to the
borrowers who were charged excessinterest. The CSLP should develop proceduresto
prevent future interest calculation (IC) transaction errors and to identify and correct
inaccurate | C transactions within the computer system so that the proper interest accruas
are made to the appropriate clams.

Student L oan Division Response:

Agree. The Divison believesit has identified the extent of the problem with the
missng | C transactions. The CSLP has corrected al interest ratesthrough July 1,
2002. The CSLP hasdecided to absorb the cost of the underaccrua error. Since
CSLP has corrected the interest rates as of July 1, 2002, for al of the affected
cdamswithunderaccrud errors, theinterest will be accruing correctly from July 1,
2002, forward on the reduced loan balances. The CSLP will make a one-time
correctionto those accountswherethe proper | C transaction was not applied and
resulted in overaccrued interest; plus, the CSLPwill refund overaccruasin excess
of $20. The Divison will implement changesthat need to be made to the ongoing
system to prevent these errors from occurring in the future. Thisincludes changes
to procedures to ensure that interest rate tables are updated correctly prior to the
start of anew fiscd year, changesin theinterest rate audit process, and the weekly
generdtion of amissing IC audit report for further andyss.

In addition, an interna change-control process involving multiple departments in
the agency responsible for ensuring entry of correct interest rate changes in the
future has been established. These procedures were adopted by the Divison in
September 2002.
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Department of Human Services

| ntroduction

The Department of Human Servicesisrespongble, by statute, for managing, administering,
overseaing, and delivering human sarvices in the State. While many of these services are
provided through county departmentsof socia services, the Department isalsoresponsible
for the direct operation of a number of facilities that provide direct services, including
mentd hedth indtitutes, nursing homes, and youth corrections. Pleaserefer to page 37in

the Financid Statement Findings section for additiona background information.

Compliance With the Cash M anagement

| mprovement Act

In Fiscd Year 2002 the Department of Human Services (DHS) expended $753 million
for the adminigration of 75 federd programs, including programs a four of the State’'s
nurdng homes. The Department operates on a reimbursement basis with the federa
government, fronting generd fund dollars for federd programs prior to requesting federd
reimbursement for the appropriate share. Thisreimbursement processis governed by the
federa Cash Management Improvement Act (CMIA). The purpose of CMIA isto
minmize the time between when a state makes an expenditure and when the federd
rembursement is received o neither party incurs aloss of interest on the funds. In other
words, the intent is that the payment issued by the Department should clear the State's
bank on the same day the federal reimbursement is received for the related expenditure.

According to CMIA, the State must enter into a forma agreement with the federal
Treasury Department to establish reimbursement schedules for selected federd programs
awarded to the State. Under Colorado’s agreement, 13 of the Department’s programs
were covered under CMIA for Fiscal Year 2002. Per the agreement, the Department
should draw down federal funds three business days after expenditures are incurred or
payments are mailed, depending on the method of payment (electronic funds transfer or
warrants, respectively). In practice, this means that the Department should request
reimbursement for a qualifying expenditure the third day after an eectronic fundstransfer
(EFT) transaction is approved on COFRS or four days after a payment voucher for a
warrant is approved on COFRS. The 13 programs covered under CMIA accounted for
goproximately $624 million, or 83 percent of the Department’ stotal federd expenditures

in Fiscal Y ear 2002.
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During our prior years audits, we haveidentified ongoing problemswith the Department's
cash management related to federd programs. Specifically, in Fiscal Y ear 2001 we found
problems with the Department's draw patternsfor al of its 14 programs covered under the
CMIA Agreement. For example, wefound that the Department's receivable balancesfor
each of these programs represented as much as five months of expenditures outstanding.
During our Fisca Y ear 2002 audit, we found that the Department made a concerted effort
during the year to address its cash management problems, including improving its
monitoring and oversight of federa drawvdowns. The Department implemented adetailed
tracking system showing thetransactionsautomatically generated by COFRS, which aided
the Department in becoming aware of timeliness issues reated to federd drawvdowns and
enabled it to investigate problems sooner. While the results of our testwork discussed
below indicate that the Department has made substantial improvements in cash
management, they indicate the Department should further ensure that al draws for EFT
payments are made timely and in accordance with the CMIA agreement.

Results of Draw Pattern Testing

In order to determine if the Department followed the draw pattern contained in the forma
agreement during Fiscal Y ear 2002, wetested asampleof 87 warrant and eectronic funds
trandfers for CMIA-covered federd grants. Specificdly, we determined the number of
days between when thefedera expenditurewasincurred or when thewarrant wasmailed,
depending on the type of payment, and when federa reimbursement wasrequested, or the
"draw pattern.” The results of our testwork are contained in the following table.
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Colorado Department of Human Services
Cash Management Patterns
Fiscal Year 2002

Draw Pattern in Days
Sample Transactions Sample Transactions
Electronic
2
Funds . Number % Dollars Warrants Number % Dollars
Transfer
0-1 days 0] ™% $0 0-1 days 0] ™ $0
2 days 0| 0% $0 2 days 3B | 6% $959,000
3 days 12| 3% | $1,438000 3days 13| 24% $41,000
(required under (required under
CMIA CMIA
agreement) agreement)
4 days 20 | 59% $110,000 4 days 3 6% $49,000
8 days 2| &% $14,000 5 days 21 4% $18,000
TOTAL A TOTAL 53
Sour ce: Office of the State Auditor analysis of Department and COFRS data.
1 Per the State’s agreement with the federal Treasury Department, the Department should request reimbursement of
federal funds three days after payments are made through Electronic Funds Transfers (EFTS).
2 Per the State’s agreement with the federal Treasury Department and our discussions with Department and COFRS
staff regarding the timeframe required for warrant payments, the Department should request federal funds
reimbursement three days after warrant payments are mailed.

For EFT payments, our testwork indicatesthat in someinstancesthe Department isfronting
state generd fundslonger than required by the draw schedule contained intheforma CMIA
agreement. In 65 percent of the items tested, federal draws were requested within four or
gght days rather than three days as required. From the perspective of the federa
government, thisis not an issue because federa funds are not being requested sooner than
specified in the CMIA agreement. Rather, the delay means that the State is about one to
five days behind in requesting federa funds and thus loses interest on those funds for that
period.

Ontheother hand, for warrant payments, the Department requested federa reimbursement
one day earlier than alowed by the draw schedulefor 66 percent of the transactionstested.
Thismeansthat the State could be required to pay interest to the federa government on the
early payments.

According to theterms of the CMIA agreement and guidance the Department has received
fromthe Office of the State Treasurer, the Department should draw federd fundsthreedays
after EFT payments are approved on COFRS and four days after warrants are approved
on COFRS. However, Department staff indicate that they currently usethethree-day draw
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schedule for both typesof payments. Thus, the Department should reviseitsexigting federa
draw procedures for warrant payments to ensure draws are made in compliance with the
CMIA agreement. Further, the Department should continue to improve its draw patterns
for EFT paymentsto lessen the potentia loss of interest to the State.

(CFDA Nos. 10.551, 10.555, 10.561, 84.126, 93.558, 93.563, 93.568, 93.575, 93.596,
93.658, 93.667, 93.959, 96.001; Food Stamps, Nationa School Lunch Program, State
Adminigrative Matching Grants for Food Stamp Program, Rehabilitation Services -
Vocationa Rehabilitation Grants to States, Temporary Assistance for Needy Families,
Child Support Enforcement, Low-Income Home Energy Assstance, Child Care and
Devedopment Block Grant, Child Care Mandatory and Matching Funds of the Child Care
and Development Fund, Foster Care - Title IV-E, Socia Services Block Grant, Block
Grants for Prevention and Treatment of Substance Abuse, Socid Security - Disability
Insurance; Cash Management)

Recommendation No. 61:

The Department of Human Services should continue to improve its cash management for
federa programs by ensuring federa draws are made timely and in accordance with the
CMIA agreement. This should include revising its federd draw procedures for warrant
payments to reflect the requirements of the CMIA agreement.

Department of Human Services Response:

Agree. The Department of Human Services will continue to work toward
processing federd drawdowns so that the cash isreceived from the federd treasury
on the same day as the cash leaves the State's bank account for federa
expenditures. This will be done by meeting with the Divison of Information
Technology to ensure that dl parties understand the relationship and timing of
document processing from thetime arequest for payment isentered into the State' s
accounting system through the date awarrant is sent out or arequest is sent to the
bank to trandfer payment eectronicdly. The Department will dso meet with the
appropriate personnd a the Office of the State Treasurer to gain an understanding
of when the cash is recelved by the Stat€'s bank in relation to when the federd
drawdown request is made. The Department’s drawdown procedures will be
modified accordingly and staff will betrained. Wewill dso work with the Office
of the State Treasurer to clarify wording in the federd/state agreement to reflect the
flow of documents and cash.

Implementation Date: March 31, 2003.
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TANF Program Payment Voucher Review
Process

In 1996, Public Law 104-193, the Persond Responsbility and Work Opportunity
Reconciliation Act (PRWORA) established federd welfare reform requirements and
created the Temporary Assistance for Needy Families(TANF) program. InJuly 1997 the
Department of Human Servicesimplemented TANF in Colorado asthe " Colorado Works'

program.

The Department purchases goods and services as part of its adminigtrationof the program.
These purchasesincude office supplies, contracted employees, training sessions, and other
expenditures necessary for the operation of the TANF program. During our Fiscal Year
2002 testing of 49 federd grant program transactions, wereviewed purchases of goodsand
sarvices made by TANF program staff. Out of the seven transactions tested, three
contained errors. Specificaly, we found the following:

» One payment was coded incorrectly on COFRS. Department staff incorrectly
coded a $3,800 payment for services rendered by a contractua employee to an
expenditurecodefor registration fees. Further testwork indicated that an additional
gght paymentstotaling about $47,300 made to the contractor for the same type of
service during the year were dso coded incorrectly.

» One payment was made for services rendered 8to 11 monthsearlier. Duein part
to program staff turnover and in part to problemswith avendor’ sinvoice, services
rendered in January, March, and April 2001 totaling $2,058 were not paid until
December 2001. Further, apayablewasnot established for these servicesin Fiscal
Y ear 2001 when they were provided asrequired by State Fiscal Rules. Thus, the
services were charged againgt the wrong fiscal year’ s budget.

* One payment amount did not agree to supporting documentation. Supporting
documentation provided for one payment was $13.50 less than the payment
amount. Whilethisamountissmall, it raises concernsregarding the review process
over TANF payments, since the amount paid was greater than the amount due.

Staff indicate that TANF purchases are reviewed for reasonabl eness and accuracy by both
program and accounting staff prior to purchase and payment approval. However, the
errors identified in our sample indicate that the review process needs to be strengthened to
ensure that payment vouchers are mathematically accurate, payments are made timely and
charged to the correct fiscal year, and expenditures are coded to the proper accounts.
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(CFDA No. 93.558, Temporary Assistance for Needy Families; Activities Allowed or
Undlowed, Allowable Costs/Cost Principas.)

Recommendation No. 62:

The Department of Human Services should strengthen the payment review process within
the TANF program to ensure expenditures are consistent with supporting documentetion,
paid timely and charged to the correct fiscal year, and coded to the proper account.

Department of Human Ser vices Response:

Agree. Training of the program accountant who reviews the TANF encumbrance
and expenditure coding took place January 7, 2003. The coding will be reviewed
in the future for all purchase ordersand payment vouchers. If changesare made on
the invoice amounts, an adding machine tape will be included with the payment
voucher to prove the new total. The logging of invoices in vouchering will be
monitored more closdy. The training for the vouchering unit will be complete by
January 31, 2003.

Implementation Date: January 31, 2003.

Foster Care Quality Assurance Process

In Fisca Year 2002 the Department expended $47.8 million in state and federa funds for
the adminigtration of the Title IV-E Foster Care program. The purpose of the programisto
provide safe, appropriate, 24-hour, substitute care for children temporarily removed from
ther home. The Foster Care program is overseen by the Department’s Office of Child
Weéfare and administered locally by the county departments of socia services.

Federal law requires states to conduct quaity assurance reviews of dl children placed in
foster care on a periodic basis to ensure the safety and well-being of children within the
Foster Care system. Wefound during our audit that whilethe Department conducted quaity
assurance reviews of dl children in out-of-home Foster Care settings during Fisca Year
2002, Department staff did not conduct quaity assurance reviews of children receiving “in-
home” services or placed in out-of-home settings for fewer than six months.
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According to Department policies, quality assurance reviews are performed by the Foster
Care Adminigrative Review Divison (ARD). The purposes of the reviews are to evduate
the adequacy and quadlity of servicesprovided by the county, eva uate measuresimplemented
to address identified problems, and identify strengths and weaknesses of each county’s
Foster Care program. Department staff perform this function through review of children’s
casefiles. Reviewsare performed for those children in out-of-home settings for longer than
sgx months in conjunction with state- and federaly required face-to-face adminigrative
reviews.

Inprior years, ARD staff selected for review arandom, diratified samplefrom those children
placedin“in-home’ and short-term out-of-home settings. Specifically, staff would select and
review case filesfor a sample of foster care children once every six months within each of
the State’ s 15 largest countiesand once ayear for al other counties. Through thesereviews,
the Department would assess the county’ s assessment, intake, and in-home service ddivery
system. Data collected through the case file review was reported on county and statewide
aggregate reportsand distributed to the counties. Asof the end of our audit, the Department
reported that approximately 9,400 of the 21,000 children receiving Foster Care services
were consdered to be in-home or short-term out-of-home placements.

Department gtaff indicate they were unable to select a gatisticaly valid sample of children
for review in Fiscd Y ear 2002 due to problemswith the newly implemented statewide child
welfareinformation system, Trails. Problemsranged from missing information dueto coding
problems to duplicate data. These problems are congstent with thoseidentified in our OSA
audit, Colorado Trails System Performance Audit, Report No. 1456, dated November
2002.

Department staff indicate that coding and duplicate data errors have been corrected and the
Divisonwill be reindituting its quality assurance review for children in in-home and short-
term out-of-home settings in January 2003. In order for the Department to ensurethat it is
adhering to federd regulations and that children receiving in-home and out-of-home Foster
Care sarvices are protected, it must reinditute and maintain such areview.

(CFDA No. 93.658, Foster Care: Title IV-E; Subrecipient Monitoring.)
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Recommendation No. 63:

The Department of Human Services should reinditute and maintain a quality assurance
review process over those children receiving in-home and short-term out-of-home Foster
Care services.

Department of Human Services Response:

Agree. Asnoted in the narrative, the Quaity Assurance Review Process has been
reindituted. All children, including arandom sample of thosereceiving in-homeand
short-term placement services, will bereviewed. The prdiminary sample of cases
has been pulled from the Trallsdatabase. Per previoudy established procedure, the
notificationof casesto be pulled for the review must be provided to the county three
weeks prior to the on-dite review. This has been done, and the firs review is
scheduled for February 10, 11, 12, and 14, 2003, in Arapahoe County.

Implementation Date: January 1, 2003.

Foster Care Program Overview

As discussed previoudy, Colorado's foster care program provides temporary and long-
term care for children who are placed outside of their homes for protection or who arein
conflict with their families or communities. Federd, date, and locd governments are
involved in foster care in Colorado. Specificdly:

* TheColorado Department of Human Services is responsible for overseeing
foster care in Colorado. As such, it promulgates regulations, provides training,
licenses child placement agencies, provides technica assstance to counties,
monitors outcomes, and prepares statewide reports.

* The 64 Colorado counties are responsible for the day-to-day administration of
foster care. When a child is initialy removed from his or her home, the courts
often give temporary custody of the child to the department of humarn/socid
services located in the county where the child resdes. The county department is
respongble for finding and placing the child in the most gppropriate and least
redrictive setting, which is often a family foster home. County departments can
place children in foster homes certified by the county or by private child placement
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agencies (CPAS). Child placement agencies recruit and certify their own foster
families

* The Adminigtration for Children and Familiesin the U.S. Department of
Health and Human Ser vicesestablishesregulationsfor foster carethrough Titles
IV-B and IV-E of the federd Socid Security Act and through the federa
Adoption and Safe Families Act. Federd funding for foster care is provided
through Titles1V-E and I1V-B and the Title XX Socid Services Block Grant.

Mosg children in foster care are digible for funding under the state/county program and
Medicaid. However, specific digibility criteria exist for the federd Title IV-E program.
To be digible for the Title IV-E program, a child must meet both of the following
conditions.

* The child must be placed in foster care either by a court order or through a
voluntary placement agreement. For court-ordered placements, there must be
judicid determinations that “remova fromthe homeisinthechild sbest interests’
and that “reasonable efforts to prevent the child's removd from the home have
been made.” For voluntary placements, there must be a judicia determination
within 180 days of the child’ s placement in foster care that “ continuation in out-of -
home placement isin the child' s best interest.”

*  Thechild must be determined eigiblefor Aid to Familieswith Dependent Children
(AFDC) in accordance with the July 16, 1996, regulations.

The State is not eligible for Title 1V-E reimbursements for foster care maintenance
payments for children placed with for-profit child placement agencies. In Cdendar Year
2000 more than 50 percent of the children served in foster care were digible for the Title
IV-E program.

During Fiscd Y ear 2002 the Office of the State Auditor conducted a performance audit
of the Foster Care Program. The audit comments below were contained in the Foster
Care Program, Department of Human Services, Performance Audit, Report No.
1420, dated June 2002.

Oversight of Medicaid Paymentsto CPAS

Child placement agencies may receive additiond revenuefrom Menta Health A ssessment
and ServicesAgencies(MHASAS) for case management services provided for foster care
children receiving mental hedth thergpies. Medicaid funds are used to pay for these
sarvices. According to the request for proposa (RFP) issued by the Department, case
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management services are those "activities that are community-based and are delivered in
the consumer's environment, including service planning, outreach, referra, supportive
interventions, crisis management, linkage, service coordination and continuity of care,
monitoring/follow-up, and advocacy.” The Department is responsible for overseeing the
activitiesof the MHASAS, which include ensuring that MHASAs are properly monitoring
their subcontractors.

One CPA received nearly $29,000 in Medicaid revenue from a MHASA for case
management services dlegedly provided for foster childreninthis CPA’ scarein Caendar
Year 2001. To receive Medicaid funds from MHASAS, a CPA submits journds to the
counties participating inthe CPA Medicaid Transfer Program that detail the datesand time
spent managing a child's thergpeutic needs. Counties are responsiblefor ensuring that the
children listed on these journals were under the care of the CPA during the time of the
dam. Countiesthen forward the documentation to the MHASA overseeing menta hedlth
sarvicesinthearea. In 2001 the MHASA paid this CPA $60 per month for every journa
that was submitted for the children placed by counties located within the MHASA's
service region.

We question whether the CPA should have received Medicaid fundsfor case management
sarvices. We sdlected asample of Medicaid payments made by the MHA SA to the CPA
in2001 and 2002, and we found no documentation that this CPA’ s staff actualy provided
thergpeutic case management services to fogter children under its care. Staff from the
MHASA and the Department of Human Services indicated that the CPAs should be
documenting in alog or casefile the types of case management services provided for each
child. However, our review of a sample of case files and notes found no such
documentation. Infact, for some of the cases where the CPA received Medicaid funds
for case management services, the case notes stated that the child was not receiving
therapy services.

Additiondly, a representative from the MHASA sated that the manner in which the
journds were filled out by the CPA raises suspicions as to the vdidity of the journds.
Each of the journds we reviewed included one single entry for case management services
provided for between one and three hours. According to the MHASA, such journds, if
accurately completed, would most likely include multiple daily entries in which case
management services were being provided. Furthermore, the owner of the CPA stated to
usthat her agency does not provide psychologica case management servicesto children
in its care and that many of the children placed through the agency do not receive
therapies.

As part of the audit, we found that counties and MHASAS do not always review the
journds submitted by CPAsto ensure that CPAs are actudly providing case management
sarvices. Further, some of the contracts between CPAsand MHASAsdo not specifically
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define case management services. The Department needs to strengthen its oversight of
Medicad payments made to CPAs for case management services. It needs to ensure
services are provided before payments are made.

(CFDA No. 93.777, 93.778 Medicaid Cluster; Activities Allowed or Unalowed,
Allowable Costs/Cost Principles, Subrecipient Monitoring.)

Recommendation No. 64:

The Department of Human Services should work to achieve a greater degree of
accountability of Medicaid-reimbursable case management services provided by child
placement agencies. To accomplish this, the Department should:

a  Ensure that MHASAS are adequatdly monitoring case management services
provided by child placement agencies on an annud basis.

b. Ensurethat MHASA contractswith child placement agenciesclearly communicate
the types of case management services that are reimbursable and the types of
documentation that should be maintained to support that these services were
actudly provided.

Department of Human Services Response:

Agree. Implementation: June 30, 2003. The Department will provide written
notice to al MHASASs of the following:

a. MHASASs should monitor case management services provided to MHASA
clients by child placement agencies to ensure that case management services
billed to the MHASAS have been provided and documented. Monitoring
should be conducted at least annudly; and

b. MHASA contractswith child placement agencies should address the types of
case management services that are reimbursable and the types of
documentation that should be maintained to support that these serviceswere
actudly provided.

Written notification will be completed by July 31, 2002. The Department will
review the MHASAS contractswith child placement agenciesand the MHASAS
efforts to oversee child placement agency case management servicesby June 30,
2003.
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Financial Activities of Child Placement Agencies

County departments of humarysocia services often contract with child placement agencies
(CPAs) toprovidefoster care services. Theseprivate agencieslicense, train, monitor, and
directly compensate foster parentsthat they certify. Additionaly, some agencies provide
thergpeutic servicesto childreninther care. When acounty contractswith aCPA for the
placement of afoster child, the county must reimbursethe CPA by the 15" of thefollowing
month for services purchased by the county. Counties pay CPAs on a monthly basisfor
each placement. A daily raeis determined by the county to cover the care of the child,
the case management requirements, and adminidrative cods of the CPA. Counties may
place children with any of the licensed CPAs in the State. Therefore, one CPA may be
respongble for children from al over the State.

In Caendar Year 2001 counties paid 61 CPAs in the State for providing foster care
sarvices for dl or a portion of the year. These CPAs were responsible for overseeing
more than 5,000 foster children and were paid atota of $41 million of the $52 million (79
percent) paid by counties to CPAs and county-certified providers for family foster care
sarvices. It should be noted that payments to county-certified providers do not include
group home care. CPAs may be designated as either for-profit or nonprofit entities. In
Calendar Year 2001 there were 13 for-profit and 48 nonprofit CPASs licensed in
Colorado. For-profit CPAswere paid nearly $10 million in this year; the nonprofits were
paid more than $30 million. The State receives federd rembursement only for children
placed with nonprofit CPAS.

We sdlected a sample of 10 CPAsto review their financid activities. These CPAswere
selected on arisk bass because of ether known problems (follow-up type reviews) or
because of a high-risk assessment score assigned by the Department. Depending on our
initid assessment, we conducted ether a comprehensive financia review or a limited
review of the financia activities. We note that the results of our reviews may not be
representative of al CPAs in the State.

Caendar Y ear 2001 revenuefor the 10 CPAsin our sampleranged from about $218,000
to more than $4.3 million. These 10 CPAswere paid atotal of more than $14 million, or
34 percent of the total amount paid to al CPAs in the year. These agencies were
responsible for overseeing 857 children, on average, ranging between 20 and 260 children
each month. Further, these agencies placed children with an average of between 5 and
101 certified foster care providers each month.
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Cost Requirements
The contracts signed between counties and CPAs require CPASs to:

Conform with and abide by al rules and regulations of the Colorado
Depatment of Socid Services, the State of Colorado and any federd
laws and regulations, as such, which may be amended from timeto time,
and shal be binding on the Contractor and control any disputes in this
Agreement.

These contracts dso date that CPAs must “maintain service program records, fisca
records, documentation and other records which will sufficiently and properly reflect dl
direct and indirect costs of any nature incurred in the performance’ of the agreement.
Further, contracts sgned between six CPAsin our sample and El Paso County requirethe
CPAsto “drictly observe and conform with dl applicable federal, state, and locd laws,
rules, regulations and orders. . . , including but not limited to . . . Office of Management
and Budget Circulars (OMB),” including OMB Circular A-122.

Federal regulations require that subrecipients (i.e., CPAS) of federal funding through the
Title IV-E, Title XX, and Medicaid programs must follow agpplicable cost principles.
Spedificdly, Title 45 Subpart 74.27 of the Code of Federal Regulations requiresthat "the
dlowability of costsincurred by nonprofit organizations. . . isdetermined in accordance
withthe provisonsof OMB Circular A-122," while, "the dlowability of costsincurred by
commercid organizations . . . is determined in accordance with the provisions of the
Federal Acquisition Regulations (FAR) at 48 CFR pat 31" One of the CPAsin our
sample was a sole proprietorship. We did not identify any language that would exempt a
sole proprietorship from complying with federa cost principles.

Using these cost principles, wereviewed expenditures of public foster carefundsby CPAs
inour sample. Aswe will discussin this chapter, we identified more than $1.1 million in
questionable expendituresincurred by 6 of the 10 CPAsincluded in our financid reviews.
Quedtionable expenditures for each CPA ranged from about $50,000 to more than
$420,000. It should be noted that the payments made to CPAs include a mixture of
federd, dtate, and locad funding sources. It was not possble to corrdate specific
questioned costswith thefunding source. Therefore, when reporting questioned costs, we
did not attempt to alocate those costs anong the entities that provide the funding.
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Throughout our audit, we have worked with the Department of Human Services and the
Officeof the Attorney Generd to determinethe gppropriatelegd and administrative course
of action regarding questioned costs.

Related Party Transactions

We found that four CPAS (three nonprofits and one for-profit) in our sample paid for
mortgages and leases for 14 properties that were owned by these CPAS directors,
owners, or foundersor theirimmediatefamily. According to OMB Circular A-122, which
governs nonprofit agencies financid activities, thesetransactions are referred to as“less-
than-arms-length leases.” Specificdly, OMB Circular A-122, Attachment B, part 46(c),
defines alessthan-arms-length lease as.

One under which one party to the lease agreement is able to control or
substantidly influence the actions of the other. Such leasesinclude, but are
not limited to those between (1) divisons of an organization; (2)
organizations under common control through common officers, directors,
or members, and (3) an organization and adirector, trustee, officer, or key
employee of the organization or his immediate family either directly or
through corporations, trugs, or Smilar arangementsin which they hold a
contralling interest.

Further, OMB Circular A-122, Attachment B, part 46(c) states that “rental costs under
less-than-arms-length leases are allowable only up to the amount that would be alowed
had title to the property been vested in the organization.” This provison makesalowable
only those costs that would be alowed had a nonprofit organization owned the property.
In other words, only the depreciable amount of the building can be considered as an
dlowable expenditure. Additionaly, OMB Circular A-122 dtates that “rental costs are
dlowable to the extent that the rates are reasonable in light of such factors as: (1) renta
costs of comparable property, if any; (2) market conditions in the areg; (3) dternatives
avalable; and (4) the type, life expectancy, condition, and vaue of the property leased.

Title 48 Subpart 31.205-36(b)(3) of the Code of Federa Regulations, which governsthe
financid activities of for-profit organizations contracting with the government, states that
rental costsare dlowable between* organizations under common control, to the extent that
they do not exceed the normd costs of ownership, such as depreciation, taxes, insurance,
fadlities capital cost of money, and maintenance.” Further, Title 48 Subpart 31.205-
36(b)(1) statesthat rental costs are alowable "to the extent that the rates are reasonable
a the time of the lease decision, after consideration of . . . rental costs of comparable
property, (and) market conditionsin the area."
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As part of the audit, we reviewed mortgage and lease payments made by CPAs in
Caendar Year 2001 and the public records related to these property transactions. We
found that four CPAs in our sample paid more than $450,000 for properties that were
owned by the directors, owners, or founders or their immediate family. Of this amount,
we questioned more than $355,000 of these payments. Specifically, these property
transactions included the following:

One nonprofit CPA paid its founders about $157,000 in lease payments for a
property used asthe CPA’ soffice spacein Calendar Y ear 2001. Asnoted above,
only the annua depreciation of about $14,000 on the building can be considered
an dlowable cost. Asaresult, the undlowable paymentsin Caendar Y ear 2001
total about $143,000.

A for-profit CPA paid about $136,000 for mortgages or rentson seven properties
owned by the agency’s owner and/or the owner’s immediate family in Caendar
Year 2001. For five of these properties, the owner or her immediate family
secured five-year mortgages. We questioned the dlowakility of al or aportion of
the payments made by this CPA, which totaled more than $101,000. In Caendar
Y ear 2001 one property was used as the CPA’s office space. Three properties
were used as foster homes and were owned by two of the owner’s sons and her
daughter. Another property was a former group home operated by the CPA’s
owner and was vacant in Calendar Year 2001. A sixth property was owned by
one of the owner’s sons and rented by another son, who reportedly provided
repite care services in Caendar Year 2001. The CPA paid the mortgage
payments to a nonrelated lender as compensation for the respite care services
provided by the son renting this property. The seventh property was owned by the
CPA’s owner and occupied by the agency’s housekeeper. According to the
CPA’ sowner, paymentsfor this property were made as part of the compensation
package for the housekeeper for maid services provided at the office and one of
the foster homes.

Another nonprofit CPA in our sample leased five properties from one or both of
itsdirectorsin Calendar Y ear 2001. ThisCPA paid $111,500 for these properties
toitsdirectors. We questioned the alowability of al or aportion of the payments
made by this CPA, which totaled morethan $71,000. These property transactions
were lessthan-arms-length leases, and payments for these properties exceeded
the depreciable amount allowed and/or the market value renta costs in the area
(OMB A-122, Attachment B, Paragraph 46). These properties were used as
office space, foster homes, and a group care center.

The fourth CPA paid $48,000 in lease paymentsto its director in Calendar Y ear
2001 for the agency’s office space.  Since only the depreciable amount on the
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building in a lessthan-arms-length lease is alowable, we questioned nearly
$42,000 in lease payments for the property.

Additiondly, we questioned nearly $20,000 in utility payments made by a CPA for a
number of properties, many of which were owned by family members. Supporting
documentation rdated to these utility payments was incomplete and it was often difficult
to determine if payments were for legitimate business purposes.

Paymentsfor Management Feesto Related
Corporations

We questioned management fee payments made by one of the nonprofit CPAs in our
sample to a related for-profit corporation in Fiscal Year 2001 due to the lack of
documentation supporting that these costs were related to the provision of foster care.
According to adraft of theindependent auditor’ sreport for the year ended June 30, 2001,
this CPA paid nearly $370,000 to itsrelated for-profit corporation in Fisca Y ear 2001.
The $370,000 in management fee payments appears to be excessive given that it
represents more than 16 percent of the $2.2 million of this CPA’ sfogter carerevenueand
no documentation of the work performed or services provided was available.

We obtained a copy of the management contract established between this CPA and its
related for-profit corporation from the Divison of Child Care. This contract satesthat the
CPA will pay a management fee to its related for-profit corporation based upon the
fallowing:

* Thereshdl firg be determined the gross revenue for the month in question for the
CPA.

* There shdl then be subtracted from the grossrevenue dl amountspaid for (1) the
account of employees, subcontractors, suppliers, and smilar parties of the CPA;
(2) dl amounts paid for operating cogts, including, but not limited to, rent, office
supplies, telegphone expenses, and Smilar items of the CPA; and (3) the sum of
$1,000.

* Theremander of the gross revenue shdl then be the monthly fee paid to the for-
profit corporation.

I n addition to the monthly management fee, the contract statesthat the CPA will pay the
for-profit corporation an annual bonus. This bonus is based upon the net income of the
CPA before taxes and deduction of depreciation or amortization expenses minus a
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subtracted sum of $12,000. With this arrangement, it appearsthat al of the “profits’ of
the “nonprofit CPA” are being transferred to the related for-profit corporation. The
method used to pay the monthly management fee and the annual bonusis not based on the
sarvices provided by thefor-profit corporation, but rather onthe* profits.” OMB Circular
A-122 Subparagraph 7(d)(1) states that when evaluating compensation to members of
nonprofit organizations, trustees, directors, associates, officers, or the immediate families,
“determination should be made that such compensation is reasonable for the actua
personal services rendered rather than a distribution of earnings in excess of costs.”

Paymentsto Family Members

We identified more than $108,000 in cash payments made by a for-profit CPA to the
owner’ sfamily membersin Caendar Y ear 2001. We questioned the alowability of nearly
$85,000 of these payments primarily due to alack of documentation and failure to meet
the reasonableness criteria in Title 48 Subpart 31.201-3, which states that the
determination of reasonable costs depends on “whether it is the type of cost generdly
recognized as ordinary and necessary for the conduct of the contractor's business or the
contract performance.” Specificdly:

*  We questioned more than $55,000 in payments made to four family membersfor
reported respite care services. The total cash payments made to each of these
family members ranged from about $8,800 to $23,300 in Calendar Y ear 2001.
The CPA did not provide us with origina documentation detailing the tota hours
of respite care services provided, the dates of service, the names of the children,
the location where respite care was provided, or the rate of pay for the services.
We questioned these costs based upon sections from Title 48 Subpart 31 of the
Code of Federal Regulations and state statutes. Section 26-4-603(19), C.R.S,,
defines respite care as:

Services of a short-term nature provided to a client, in the
home or in afacility approved by the state department, in
order to temporarily relieve the family or other home
providers from the care and maintenance of such client.
(Emphasis added.)

The Department noted that respite care payments typicaly amount to about $20
monthly per child. However, we found that respite care payments made by this
CPA tothe owner’ sfamily members sgnificantly exceeded thismonthly rate. For
ingtance, payments to the owner’s daughter often ranged between $1,500 and
$2,100 per month and were sometimes higher than the amount the certified foster
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care provider received. Department staff indicated that such large payments for
respite care services would be highly unusud.

*  We questioned about $30,000 in other payments by the CPA to family members
in Calendar Year 2001. Nearly $26,000 of these payments were made to the
owner’s spouse and son for reported loan repayments.  The payments were
questioned due to alack of supporting documentation that the loanswerein fact
madeto the CPA. Additionaly, we questioned more than $4,000 in paymentsto
family members primarily due to alack of supporting documentation showing that
these payments related to the business operations.

Additionaly, we questioned $55,000 that was paid by another CPA toitsrelated for-profit

corporation. These funds were used by the related for-profit corporation to pay a
dividend to a shareholder. The shareholder is a related party (i.e., mother of the CPA

president). It should be noted thet thisfigure wasincluded in the $370,000 in questioned

costs for management fees discussed earlier.

Paymentsfor Personal Purchases

We identified nearly $65,000 in credit card payments made by a for-profit CPA that
appeared to be for persona use. We questioned the dlowability of these payments
primarily because of alack of documentation to support that the purchaseswere business-
related. Itemized receiptswere not provided for most of the credit card purchases, which
included vacation, food, clothing, beauty, and home improvement items.

Additiondly, weidentified nearly $9,000in ATM cash withdrawalsfrom the CPA’ sbank
account that do not appear to be businessrelated. These ATM transactions were
withdrawn from automated machineslocated in casnosin Cripple Creek and Black Hawk.
Further, we questioned the alowability of more than $37,000 in payments made by this
CPA for other types of expenditures, such as insurance on properties not used as office
space paid for by the CPA, plumbing repair, and food items. We aso questioned more
than $23,000 in costs incurred by one CPA for vehicle payments, insurance, repairs, and
gasoline cogts. No business-use logs were maintained by this CPA for the costs, and as
aresult, we could not determine if these costs were business-related.

In the case of two other CPAS, we found that about $4,600 in payments were made to
various restaurants and for an advertisement to sdll a director's car. No documentation
was provided substantiating the business nature of the food expenditures. OMB Circular
A-122 statesthat "cogts of amusement, diversion, socid activities, ceremonias, and costs
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relating thereto, such as meds, lodging, rentds, trangportation, and gratuities are
undlowable.

Paymentsto Foster Care Providers

According to department regulations, foster care maintenance payments are intended to
cover the “cost of providing food, clothing, shelter, daily supervision, school supplies, and
reasonable trave to the child’s home for vidtation.” Further, department regulations, the
federa Socid Security Act, and the Internal Revenue Code provide definitions of who
qudifiesto recalve foster care maintenance payments. These definitions include:

* Department regulations: A child maintenance payment is required to be paid
to dl provider types where the child isin resdence.

» Federal Social Security Act: Foster care maintenance payments may be made
on bendf of achild in the foger family home of an individud.

* Internal Revenue Code: Any payment made pursuant to afoster care program
and pad to thefoster care provider for caring for aqudified foster individud inthe
foster care provider's home.

In Calendar Y ear 2001 one CPA paid more than $150,000 in foster care maintenance
payments to afoster care provider. According to the owner of this CPA and the foster
care provider, these payments were made for children under this provider's care as well
as for children in the care of two other certified foster care providers. This provider
owned two homes where the other two providers resided during the year. According to
the owner of the CPA, this provider requested that payments for al three homeshbepaid
to him directly. This provider stated that he considers the other two providers to be his
employees and he pays their housing costs aswell asawage for caring for the children in
their homes.

According tointernal documentation maintained by this CPA, about $83,000 in payments
to this provider were intended for children in the care of the other two providers.
Depatment documentation further indicates that payments were made to the CPA for
children in the care of these two other providers. We requested documentation
substantiating thet the provider receiving the maintenance payments was actudly passng
on monies to the two other providers. However, no documentation was provided. Asa
result, we concluded that the $33,000 in payments paid to the one provider should have
been paid directly to the other two providers.
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Onthebasisof the definitions of foster care maintenance payments, we concluded that the

$83,000 in payments made to the one provider on behaf of the other two providers do

not fit the definition of foster care maintenance payments, because the children in the care
of these two providers did not reside with the provider who received the payments.

Furthermore, we cannot substantiate that the provider who received the payments passed

on the portion intended for the other two providers. Additiondly, it should be noted that

the one provider who received the payments for the other two providers acted as a
subcontractor to the CPA but was not certified by the State. The standard state contract

prohibitsa CPA from entering “into any sub-contract without the expresswritten approva

of the Executive Director” of the Department of Human Services.

Paymentsto Employees and Contractors
Questioned

We questioned the alowability of about $83,500 in payments madeto CPAS employees
and contracted |aborers for wages, bonuses, and reimbursements, which included:

* Reimbursements of about $31,000 paid by a nonprofit CPA toitsdirector
and clinical director were questioned due to the lack of documentation
ubstantiating that costs incurred related to the provision of foster care services,
asrequired by OMB Circular A-122.

* A bonus of $25,000 was approved by a nonprofit CPA to its director in
Calendar Y ear 2001, despitethefact that the CPA’ srevenue decreased from the
previous year and it operated at a significant lossin Caendar Year 2001. OMB
Circular A-122 requires that when analyzing compensation paid to directors of
nonprofit organizations, "determination should be made that such compensationis
reasonable for the actua personal services rendered rather than a distribution of
earningsin excess of costs.”

* Rembursements of nearly $14,000 paid by two nonprofit CPAs to their
employees were questioned due to the lack of documentation substantiating that
costsincurred related to the provision of foster care services, asrequired by OMB
Circular A-122. Additiondly, we questioned gasoline reimbursementspaid by one
CPA to its case managers and therapists. These payments were made at arate
of $50 per month per foster home supervised by the case manager or therapist.
For ingtance, if a case manager or therapist supervised five homesin amonth, this
gaff member would receive $250 for gasoline reimbursements. The CPA did not
establish a written policy on this reimbursement and the same amount is paid
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regardless of thelocation of thefoster home. No mileage or other documentation
istracked to substantiate the reasonableness of these expenditures. According to
OMB Circular A-122, Attachment B, Subparagraph 55(b), travel “costs may be
charged on an actud basis, or a per diem or mileage bassin lieu of actud costs
incurred, or acombination of thetwo.” This CPA’s method of reimbursing case
managers and therapists for mileage is based neither on actua cost nor on a per
diem or mileage rate. As a result, we have questioned all $4,400 in gasoline
reimbursements paid to employees.

» Payments of morethan $7,500 paid by one for-profit CPA for contracted
labor were questioned due to the lack of documentation substantiating that costs
incurred related to the provision of foster care services, as required by OMB
Circular A-122.

» Payments of $6,000 paid by onenonpr ofit CPA to a case manager on behaf
of a foster family for the purchase of a vehicle were questioned due to the
goplicability of thetransactionto foster care. This CPA waswithholding aportion
of one of itsfogter care provider's child maintenance payments and remitting that
portion to one of its case managers for the purchase of a vehicle by the foster
parent from the case manager. Whilethe foster care provider in question agreed
to the transaction, child maintenance payments are supposed to be used by the
foster parent to maintain a foster child in the home. We do not bdieve it is
ordinary or necessary for a CPA to be involved in private party transactions
between one of its certified foster parents and one of its employees. Asareaullt,
we have questioned the $6,000 paid to its case manager.

Controls Over Financial Activities of CPAS

The foster care system needs adequate controls to protect the interests of children and to
safeguard the State's financid assets. The Department has been aware of the risks of
misuses of foster care funds by CPAsfor years.  For instance, the 1998 Office of the
State Auditor’s Divison of Child Welfare Services audit Sated:

It appears that as much as 65 percent of the tota rate paid to CPAs for out-of -
home placements may be used for adminigtrative or other purposes beyond those
related to the direct care and maintenance of the children in placement . . .
Considerationshould be given to theamount CPAsareretaining for adminisrative
purposes and the amount being used for the direct care and maintenance of
children in placement. At present, unlike many other publicly funded programs,
there are no limits on what is spent or retained for administrative purposes. A
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1997 review by the Department found that some CPA directors and their
adminidrative staff receive more than $100,000 in annua compensation while
other directors receive no compensation.

Additiondly, a series of newspaper articleswas reeased in 2000 that identified numerous
financid issues related to CPAs. Despite these reports of actua or potentia misuse of
foster care funds, we encountered a system serioudly lacking effective controls.

Department Audits: Although the saff from the Division of Child Care conduct on-ste
vigtsof CPAsduring each year, they do not review thefinancia activitiesof CPAs. These
vigts primarily consgst of reviews of safety and licensing issues. Further, we found thet the
Department’ s Field Audits Divison does not conduct any financia monitoring of thefoster
care program. We believe it is critica for the Department to conduct in-depth audits of
the financid activities of CPAs. The Department should useits Field Audits Divison asa
key component of ensuring private child placement agencies spend taxpayer funds
gopropriately. Fields Audits:

.. . provides an externd audit function for the Colorado Department of Human
Services that independently verifiesfiscd information. The primary respongibility
of the unit is to ensure that those organizationsreceiving federa and satefinancid
ass stance have spent the fundsin accordance with gpplicable lavsand regulations

This function includes a sub-recipient [i.e., child placement agencies|
monitoring component that meetsfederal mandates. . . . Field Auditsaso provides
protection for CDHS against fraud, abuse and federd sanctions. The Statutory
bassfor the Fidd Audit Divisonis found in the Colorado Revised Statutes. . . .
Authority isaso found in the Single Audit Act of 1984 (P.L. 98-502), the Sngle
Audit Amendments of 1996, and OMB Circular A-21, A-87, A-102, A-110, A-
122, and A-133.

The Department should develop and implement a risk-based approach to conduct
comprehensve financid audits of asample of CPAs over the next year. Following these
initid audits, the Department should implement and establish an ongoing cycle to audit dl
CPAs.

Desk Reviews of Audited Financial Statements. Although CPASs are required to
submit an annua independent audit to the Department each year, we found that the
Department has not enforced thisrequirement. During our audit we requested thefinancia
audit reports for the CPAs in our sample. The Department provided us with the audit
report for only 1 of the 10 CPAsin our sample. Conducting desk reviews of the audited
financid datements of CPAs can help Depatment daff to better identify unusud
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expendituresthat may represent misusesof foster carefunds. A department regulation was
changed effective February 2002 to now require CPAsto submit independent auditsalong
withsdlf-reported financia information to the Department. The Department’ sinterna audit
group plans to begin reviewing these reports and documents.

Reasonableness Tests: Because the Department does not conduct audits or desk
reviews of financia transactions by CPAs, staff do not know if expenditures incurred by
CPAs are reasonable. Some of the problems in our audit were identified using Smple
andyticd review. For example, andyzing paymentsto foster care familiesin comparison
to costs of therapy, case management, or overhead is a smple way to identify where
problems may exist. The Department, however, compiles little information to dlow it to
check for exceptions and deviations. The Department should include these tests as part
of its on-gte audits and desk reviews.

Follow-Up and Enforcement: We found that the Department has not adequately
followed up on concernsraised in the past. For instance, in May 2000 the Department
attempted to identify how much money passed between a nonprofit CPA and its related
for-profit corporation. However, dueto thelack of information provided, the Department
was unable to make this determination. A state inspection report dated May 11, 2000
recommended:

Better documentation of the agency’ sincome and expenses needs to occur. At
present, it isgtill difficult to ascertain how much of the agency’ srevenuesrevert to
[the related for-profit corporation] as opposed to remaining within [the CPA] to
meet the needs of fogter families and children in care. Thishasbeen amgor risk
factor for this agency in the past. In order to ensure that this does not reoccur,
ongoing fiscal accountability of this agency to its funding entities is crucid.

Although date licensing staff noted concerns regarding this CPA, we found that the
Department has made no effort since the May 2000 review to determine how much money
passes between the CPA and its related for-profit corporation and whether these
paymentsrelateto the provision of foster care and are reasonable. The Department needs
to require this CPA to make dl of its financia records available for ingpection, including
al records related to payments between this CPA and its related for-profit corporation.
The standard contract established between counties and CPAs includes a provision that
permits the Department “to monitor the service program, fisca books, and other records
auffidently to assure the purchases of services in the agreement are carried out for the
benefit” of the foster care children. If this CPA refuses to provide these records, the
Department should take immediate negative licenang actions againg this CPA. Section
26-6-108(2), C.R.S, identifies saverd Stuations in which the Department can deny,
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suspend, revoke or make probationary thelicense of aCPA aswell asassessfinesagaingt
the CPA. One of the criteriain which negative licenang actions can be taken and fines
assessed isfalureor refusa by the CPA “to submit to an investigation or ingpection by the
Department or to admit authorized representatives of the Department at any reasonable
time for the purpose of investigation or ingpection.”

To date, the Department has not identified any questioned costs at any of the 61 CPAS.
We bdieve the Department should work with the gppropriate federa and county
organizationsto recover al of the misused funds by CPAs in our sample. The standard
contract established between county departments of human/socid services and CPAs
dates.

Incorrect payments to the contractor due to omission, error, fraud, or misuse of
fundsshall berecovered from the Contractor either by deduction from subsequent
payments under this contract or other contracts between the County and the
Contractor or by the County, as a debt due to both the State of Colorado,
Colorado Department of Human Services, and the County.

Further, to date, there have been no sanctions imposed on CPAs for misuses of public
funds. According to management, the Department does not have the statutory authority
to impose sanctionsfor misuse of funds. The Department’ sregulations state that alicensed
CPA “may be fined up to $100 a day to amaximum of $10,000 for each violation of the
Child Care Licenang Act or for any statutory grounds as listed at Section 26-6-108(2),
C.R.S” This dautory provison identifies a number of circumgances in which the
Department “may deny, suspend, revoke or make probationary” the CPA’s license or
asess afee againgt the CPA. As gtated in this section, the Department is authorized to
take actions against a CPA for violations such as congstently faling to maintain sandards
prescribed and published by the Department or furnishing or making any mideading or
false statements or reports to the Department. We believe the Department needsto seek
gatutory authority to impaose fisca sanctions for misuse of foster care funds.

(CFDA No. 93.658; Fogster Care: Title IV-E; Activities Allowed or Unallowed,
Subrecipient Monitoring.)

Recommendation No. 65:

The Department of Human Services should ensure that al child placement agencies
providing foster care services are meeting state and federa requirements related to how
public foster care funds can be spent. To accomplish this, the Department should:
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a. Propose gatutory changes to authorize the Department to impose fiscal sanctions
agang child placement agencies for misuse of funds.

b. Deveopandimplement aplanto audit asampleof child placement agencieswithin
the next year. The Department should use a risk-based gpproach when sdlecting
the sample of child placement agencies. The Department should report the results
of thesefinancid reviewsto the Senate Hedlth, Environment, Children and Families
Committee and the House Hedth, Environment, Welfare and Inditutions
Committee by December 31, 2003. Following theseinitid audits, the Department
should develop and implement a plan to audit child placement agencies on an

ongoing cycle.

c. Enforce requirements that child placement agencies submit audited financia
datements on an annud basis. The Department should review and anayze these
financdd satements and follow up with child placement agencies on any
guestionable expenditures.

d. Providetechnicd assstanceand training to child placement agencieson the proper
uses of foster care funds.

e. Work with the U.S. Department of Health and Human Services adminigtratorsto
identify and recover dl federd undlowable cogts incurred by child placement
agenciesin our sample.

f.  Work with the county departments to determine whether the findings st forth in
this report congtitute a breach of their contracts, and if so, seek appropriate
remedies.

0. Asss county departments in seeking recovery of misspent funds by providing
adminigtrative and technica support as needed.

Department of Human Services Response:

Partially agree. Implementation: December 31, 2003. The Department will
propose the statutory changes recommended. The Department will also develop
and implement a planto audit asample of child placement agencies based on risk
in the next year and will report the results of the review as outlined. The
Department will aso develop and implement aplan to audit asample of CPAson
an ongoing bass. The Department will enforce requirementsthat child placement
agencies submit audited financia statement and will provide technica assstance
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and training on the proper uses of foster care funds. The Department will work
with the federal Department of Health and Human Services as well as county
departmentsin the recovery of unalowable cogts.

Rate-Setting Approach

Rates paid by counties to child placement agencies vary significantly. Colorado statutes
give county departments of humarysocia services the authority to negotiate monthly rates
paid to CPAs. In 1997 the Colorado Genera Assembly modified the ways counties set
foster caremaintenancerates. Senate Bill 97-218 established provisonsalowing counties
to:

Negotiate rates, services, and outcomes with providers if the county has
arequest for proposa processin effect for soliciting bids from providers
or another mechanismfor evaluating therates, services, and outcomesthat
it is negotiating with such providers that is acceptable to the date
department [of human services).

Prior to the passage of the Bill, the Department was responsible for setting maximum rates
for fogter care. When comparing the 1996 foster care child maintenance rates established
by the Department  with the rates currently set by counties, we found that, in generd, the
current county rates are higher than the Department’ s 1996 foster care rates.

The total monthly payment to CPAs for children in their care is based upon four rate
components, which include:

* Child Maintenance is areimbursement to cover the cost of maintaining a child
in foster care, including a difficulty-of-care component for children who require
increased supervison. Counties often determine these rates using standardized
assessment tools. One of the most common tools used by counties isthe Needs
Based Care (NBC) instrument. This tool was created by the Northern
Consortium of Counties as a mechanism for counties to negotiate rateswith child
placement agencies. County staff usethistool to identify how difficult it will befor
providersto care for the child and, based upon this informetion, assign alevd of
carefor the child, often ranging from O to 3. Each leve of care correspondswith
amonthly child maintenance rate.

* Adminigrative Maintenance covers generd and adminigtretive overhead, and
case management services provided to children in foster care. Some counties
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establishtheir own ratesfor this component. In our sample of seven counties, we
found that five counties set their own adminidrative rates. Often, these counties
either develop these rates based upon the results of the standardized assessment
tool or establishflat ratesto pay to CPAsfor dl children, despitetharr difficulty-of-
care results. Counties that do not establish their own rates use the date-
determined rates for this component, often referred to as the “anchor rates” In
our sampleof seven counties, wefound that two counties use the State-determined
anchor rates.  Anchor rates are developed for each individud child placement
agency licensed by the Department. The Department sets these rates based upon
cost estimate reports prepared by CPAs applying for alicense. These reports
indude personnel, office space, trangportation, and other administrative coststhat
the CPA anticipates will be incurred when providing foster care services.
Department staff use these cost estimatesto determine the monthly adminigtrative
maintenance and servicesrates. According to department staff, approximately 90
percent of the anchor rates in the Trails system were established prior to 1997.
These anchor rates have not been adjusted since early 1997.

* Adminigrative Services covers socid sarvicestype functions including
therapeuitic, recreationa, and educationd staff. Theseratesare establishedinthe
same way as administrative maintenance rates.

* Respite covers costs associated with the temporary supervison of foster care
children. The State has set the monthly compensation rate for each child at $20.

CPA Rates Adjustments

We identified a number of problems with the rate-setting approaches used by the
Depatment and counties to set adminidrative rates paid to CPAs. Specificdly, the
counties that set their own adminigtrative rates do not base the rates on any type of cost
andyss. For ingtance, one county merdly requested that CPAs provide staff with therate
that would sufficiently cover their adminidrative costs. The county did not require the
CPAs to provide documentation to support the rate request. Using the CPAS requests,
this county set aflat adminidtrative rate to pay its CPAs. Another county reported thet it
requests from the CPA asummary of itscosts.  According to county staff, CPAs provide
this summary informaly over the phone, and no documentation is provided to the county
to substantiate the costs reported by the CPAS.

By not setting their adminigtrative rates based upon CPAS individua cost experiences,
counties may over or under compensate CPAs for their services. For instance, we
questioned more than $420,000 in costs paid to a CPA in Calendar Year 2001. We
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found that this CPA paid its foster parents high monthly maintenance payments, often
passing on the entire maintenance amount paid by the county to the foster parents. After
paying its foster parents, this CPA had enough foster care funds remaining to pay
mortgages on various properties, disburse money to the owner’s family members, and
purchase persond items. This CPA was paid nearly $430,000 in administrative cost
relmbursementsin Calendar Y ear 2001. However, we determined that this CPA incurred
adminigrative cogts for the year of approximately $80,000, which included employee
sdaries, rental costs, and office supplies. Most of the counties that contracted with this
CPA st their own adminigtrative rates. Because these counties did not consider actud
cost experiences related to foster care services, they did not account for the minimal
adminigtrative costs needed to operate this CPA.

Additiondly, we found that had al the counties that contracted with this CPA in Cdendar
Y ear 2001 used the state-determined anchor rates, they would have paid this CPA more
than $815,000 for adminigtrative costs.  One of the main problems with how the
Department establishes anchor rates is that these rates are based upon each CPA’s
edimates of cost and casdloads a thetimethey arelicensed by the State. The Department
does not modify these rates after the CPA has begun its operations to better reflect the
cost experiences and caseloads of the CPA. Aswe mentioned earlier, the vast mgority
of anchor rates entered in Trails were established more than five years ago.

Itisessentid that the Department and the countiesreeva uate their methodsfor establishing
adminidrative rates paid to child placement agencies. Adminidrative costiswill vary from
agency to agency, depending on the size of the organization and the range of services
provided. Our review of the financid activities of a smdl sample of child placement
agenciesindicatesthat by not basing child placement agency rates on the cost experiences
of the agencies, counties are paying some CPASs more than is needed to provide foster
care sarvices and are ingppropriately using taxpayer dollars. Options for modifying the
rate-setting approach include:

» Edablishing capped administrative rates for all CPAs at a reasonable
per centage based upon analysis of cost data. The Department would need
fird to collect and evauate information related to the cost experiences of CPAS.
Usng this information, the Department could then determine a reasonable
percentage that would dlow CPASsto effectively and efficiently providefoster care
sarvices. Upon implementation of capped adminigrative rates, the Department
would need to monitor thefinancid activitiesof CPAsto ensurethat adminigrative
costs are not exceeding the capped amount. If CPAS exceed the maximum
amount allowed, the Department would need to take actions to recover the
unalowed administrative expenditures.
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Establishing statewide ranges of allowable administrative rates paid to
child placement agencies. Rather than capping administrative costs a a
specified percentage, the Department could determine ranges of reasonable
adminidrative rates that could be used by CPAs.  To determine these ranges, the
Department would need to conduct cost analyses of CPAsin the State.

Maintaining the current system of individualized rates for each CPA but
centralizing the cost analysisto ensur e reasonableness. Under this modd,
the Department would need to conduct analyses of cost experiences of CPAs at
least every two years and compare the results with how much counties are paying
CPAsfor adminigrative cogs. The Department would need to be given authority
to require counties that have set their adminigtrative rates for a CPA too high to
lower their ratesto areasonable amount, as determined through the cost analyses.
Further, the Department would need to share the results of these cost analyses
with counties so that they can use this information to make future decisions on
adminigrative rates.

(CFDA No. 93.658; Fogter Care: Title IV-E; Allowable Costs/Cost Principles.)

Recommendation No. 66:

The Department of Human Services should ensure that counties pay child placement
agenciesareasonablelevd of compensation based upon their individua cost experiences.
This should include:

a.  Modifying the rate-setting gpproaches used by the Department and counties. This

may include capping adminigtrative costs incurred by child placement agencies,
edablishing statewide ranges of alowable adminidrative rates paid to child
placement agencies, or maintaining the current system but enhancing the rate-
Seiting procedures. Depending on how the rate-setting structure is changed, the
Department may need to propose statutory changes that would reassign some of
the rate-setting responsibilities with the Department, particularly the seiting of
adminigretive rates.

Collecting and andlyzing information on licensed child placement agencies cost
experiences at least every two years and ensuring that adminisirative rates set by
the Department and counties reflect these cost experiences. The Department
should share its CPA cogt analyses with dl counties in the State. Further, if the
rates are higher or lower than a CPA’s adminigtrative codts, the Department
should adjust the rates.
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c. Reviewing counties methodologies for establishing adminidtrative rates at least
every two years to determine if they accurately reflect the cost experiences of
CPAs. If the Department identifies countiesthat have set their adminigrativerates
too high or too low, the Department should assst these countiesin adjusting these
rates to accurately reflect the costs of the CPAS.

Department of Human Services Response:

Patidly agree. Implementation: July 1, 2003. With respect to (a), the
Department disagrees with setting adminigtrative caps or reassgning rate-setting
to the Department. With the passage of SB 97-218 which capped the child
welfare dlocation, counties were given the ability to negotiate their rates in order
to better control their costs.  Regarding (b) the Department agrees to improve
rate-setting by analyzing cost information and providing the results of theandysis
to county departments. Additiondly the Department will adjust the adminigrative
rate in the system to be more aigned with the cost reports. The Department dso
agrees to review counties methodologies for setting rates and as a result of the
review will communicate either gpprova or denid of therate-setting methodol ogy.

Federal TitlelV-E Reimbursements

We identified saverd inganceswherethe Department failed to clam dl of thefederd Title
IV-E funds available to the State. Firdt, we found that the Department did not dways
correctly categorize child placement agencies business designation (nonprofit vs. for-
profit). The Divisonof Child Careisresponsblefor entering a child placement agency’s
business designation into Trails. We identified 23 nonprofit CPAs that were erroneoudy
classfied asfor-profit agenciesfor dl or a portion of Calendar Y ear 2001. According to
department staff, the Divison of Child Care has not verified the accuracy of the busness
classfications of CPAS as recorded in its automated systems for severa years. The
Department will not claim federd Title IV-E reimbursements for 1V-E digible children
placed with CPAs classified as for-profit in Trails. This means that if the Department
incorrectly classfiesanonprofit CPA asafor-profit, then the Department will not receive
federa reimbursements on the child and adminigtrative maintenance payments for 1V-E
eigible children in the care of the CPA. We esimate the State lost nearly $1.2 million in
federa IV-E child and adminitrative mai ntenance reimbursements asaresult of incorrectly
dassfying nonprofit agencies asfor-profit. However, it should be noted that weidentified
afew instances where for-profit CPAs were incorrectly classfied as nonprofits, and we
estimatethat nearly $150,000inindigible TitlelV-E federd reimbursementswereclaimed.
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The Department needs to review these business classfications periodicdly to verify that
they are correct.

Second, we found that counties are placing IV-E digible children infor-profit CPAs. As
mentioned earlier, the State cannot claim Title I'V-E reimbursements for the child and
adminigrative maintenance payments made to for-profit child placement agencies. We
edtimate that the State lost more than $1.4 million in federa foster care maintenance
reimbursements due to placing IV-E digible children through for-profit CPAs. The
Department should work with representatives from the U.S. Department of Hedlth and
Human Services to determine why states cannot receive 1V -E reimbursement for children
placed with for-profit CPAs and whether any flexibility in this requirement exids.
Additiondly, the Department should evauate the costs and benefits of requiring CPAsto
be nonprofit organizations and propose changesin statutes and regulations, as necessary.

Fndly, wefound that many counties are not properly entering foster careratesinto Tralils.
Asmentioned earlier, county paymentsto CPAs comprisefour rate components: (1) child
maintenance, (2) administrative maintenance, (3) adminigrative services, and (4) respite
care. The Depatment uses the child maintenance and adminigrative maintenance
components to determine the amount to clam for Title IV-E reimbursements. We
identified 8 ingtancesin asampleof 15 wherethe county-negotiated CPA rate components
did not match theinformation reported in Trails. The Department requires the countiesto
make adjustments to rates in Trails based on the counties' negotiated rates with CPAs.
If the counties do not adjust these rates, then the child maintenance amount will default to
alower leve.

From analysis of Trails payment data, we found that many counties are not adjusting the
child and adminidtrative maintenance components to reflect the higher negotiated rate. As
areault, the difference between the negotiated child maintenance rate and the rate entered
into this component in Trals is being classfied under the adminidrative services
component. This means that the child maintenance rate clamed through the Title IV-E
program for children eligible under this program is lower than it should be, and the
adminidrative services rate component is being overstated. Costs classified under the
adminidrative services component are funded partidly through the Socid Services (Title
XX) Block Grant. Overgtating adminigrative servicesdrawsfunding avay fromother Title
XX-funded programs. We were unableto determine thetota amount of Title1V-E funds
that the State did not claim as aresult of these errors because we could not obtain dl of
the data needed to make this determination. We found that county staff are confused
about the appropriate adjustments required in Tralls for the rate components. Further,
some county staff were unclear on which rate component should be used to categorize
various CPA rates. County staff reported that they have not received training on how to
properly enter ratesinto Trails.
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State statutes emphasize the importance of accessng dl available Title 1V-E funds.
According to Section 26-1-109(4.5), C.R.S,, the Department shall * undertake necessary
measuresto obtainincreased federa reimbursement moneysavailableunder theTitlelV-E
program.” As a result, it is essentia that the Department take the necessary actions to
ensurethat dl avallable Title IV-E funds are claimed by the State in the future. Further,
the Department should submit retroactive requests for dl federd Title IV-E
reimbursements that were not claimed within the last two years. According to federa
regulations, claims for reimbursements can be submitted to the federd government up to
two years after the codts are incurred.

(CFDA No. 93.658; Fogter Care: Title IV-E; Allowable Costs/Cost Principles.)

Recommendation No. 67:

The Department of Human Services should ensure it submits reimbursement claims that
include dl federd Title IV-E funds available to the State.  To accomplish this, the
Department should:

a. Work with counties to identify dl Title IV-E costs digible for federd
reimbursement that were not claimed within the last two years. Upon identifying
these codts, the Department should immediately submit aretroactive request tothe
federal government claiming rembursements for these codts.

b. Verify that business dassfications (nonprofit vs. for-profit) of al child placement
agencies are properly entered into Trails. The Department should review the
information in Trails biannualy to ensure that it is accurate.

Department of Human Services Response:

Agree. Implementation: January 1, 2003. The Department will continue to work
with counties to assure that digible IV-E costs are retroactively claimed as
appropriate. The Department will dso review information in Tralls to assure that
providers business classifications are accurate.

Recommendation No. 68:

The Department of Human Services should ensurethat counties' placement and dataentry
processes result in the Department’ saccessing dl of thefederd Title IV-E fundsavailable
to the State by:
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a. Working with representatives from the U.S. Department of Health and Human
Services to determine why states cannot receive Title 1V-E reimbursements for
childrenplaced with for-profit CPAsand whether any flexihility inthisrequirement
exigs.

b. Evauating the costs and benefits of requiring CPASs to be nonprofit organizations
and proposing changes to statutes or regulations, as necessary.

c. Issuingawritten policy to dl countiesin the State that details how counties should
enter foster care rates into Trails. In addition, the Department should provide
technical assstance and training to counties on how to enter ratesinto Trails and
monitor how counties are entering ratesinto Trails on an annua basis.

Department of Human Services Response:

Partidly agree. Implementation: January 1, 2003. The Department agreestowork
with Federa Representatives to determine if flexibility exigsin daming IV-E for
for-profit CPAs. The Department will continueto providetechnica assstanceand
training to counties on entering rates into Trails appropriately. The Department
agrees to evauate the role that for-profit CPAs fulfill in the public Child Welfare
System.

Colorado TrailsInformation System

The Colorado Trails system was implemented in 2001 to meet new federa reporting
requirementsfor childrenin adoption and foster care. With respect to State Child Welfare
programs, the Colorado Trails system includes Adoption and Foster Care, the Central
Regisry of Child Protection, and licensng and certification of child care providers,
Paymentsto providersincluding foster care homes, resdentid trestment centers, adoptive
parents, and child care providers are made through Trails on behdf of children in these
Child Welfare programs. Trails is part of an integrated data system within DHS with
interfacesto the State’ sdigibility system for public assistance and Medicaid programs, as
wedl asvarious other information systems. Trailsaso interfaces with the County Financid
Management System (CFMYS), which links county financid systemsto the State’ sfinancia
system, COFRS.

The following comments were prepared by the public accounting firm of Erngt & Y oung
LLP, who performed audit work at the Department of Human Services. The comments
were contained in the Colorado Department of Human Services, Colorado Trails
System Performance Audit, Report No. 1456, dated November 2002.
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Data Integrity

In order for any system to be effective, the user must be able to rely on the data integrity
of the information maintained within that sysem. For example, the syslem should be able
to accurately calculate amounts such as payments and create reports based on the data
within the system. The main concern with Trallsisthelack of dataintegrity of the system.
The problems with data integrity impact a number of the other areas discussed in this
report, such asfisca issues and system reports. The findings bel ow document the current
data integrity issues.

Duplication of Records

Trals is a senditive gpplication requiring users to enter information according to exact
gpecifications. Additional controls need to bein placeto identify or prevent errors. When
errors are inadvertently made, they are processed through the system and affect case
information and reporting. The mgor concern regarding data integrity is the duplication
of dients and providers within Tralls.

Inorder for the system to process data correctly and produce accurate reports, each client
and provider should only be entered once. County workers can use Trails search engine
to check for exiting records to see if the client or provider is dready in the system. The
search engine contains festuresto aid in the search, such as* Soundex” and * Starts With”.
The “Soundex” feature will ook for names that sound Smilar to the name entered. The
“Starts With” festure will look for names beginning with the same letters as the name
entered. Thesefeaturesareintended to help the user determineif therecord aready exists,
even if the user mispd|s the name.

However, we found that unless thorough search processes are performed, inaccurate
results are produced. For ingtance, if users attempt to search for acdlient usng thefull last
name and the “ Starts With” feature, they will probably find no match. If they usethefirst
3 to 5 letters of the last name and the “Starts With” feature, they will obtain alist of
possible matches. The® StartsWith” featureisanewer additionto the search engine; users
are not familiar with how it works since earlier training session did not cover this feature.

The training center has established step-by-step procedures for conducting a thorough
search, including searching other state systems. This search process can be time
consuming, and therefore many users do not perform a complete search.

In the case of providers, Trails provides an additiond control over provider searches by
automaticaly listing possible duplications before a provider is added to the system.
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However, we found that many of the county users were not familiar with the processand
do not understand some of the system messages intended to prevent duplication of
provider records. This prevents the control from operating effectively.

Although the search capability of Trails was intended to prevent or minimize duplication
of clients, the application does not force usersto perform asearch, therefore userscan add
new clients or providers without consdering information aready entered. During our
review, we found that most counties we visted had an extensive number of duplicated
clients and providersin the system. While no definite number of duplicates onthe system
could be obtained, based on conversationswith the counties, there areas gnificant number
of duplicationswithin the system. Thereiscurrently no processin placeto identify possible
duplicate records, once they have been entered.

Counties usudly identify duplicates during processing of the case, for example, when
payment problems occur, when creeting reports or when gpplying for Medicaid on behdf
of aclient. Inorder to merge or combine the duplicate records, counties must identify al
possible duplicates for that client or provider and combine the information from each
duplicate record into one record. This process istime consuming, taking anywhere from
15 minutesto hours. Duplicate recordsare primarily the result of inadequate search engine
capabilities and inconsistent search processes and techniques used by Trails users.

We dso identified weaknesses in gpplication input controls that add to the problem of
duplicate records. According to application design documents, Trails is designed with
controls to prevent the entry of duplicate socia security numbersor state |D numbersand
to disdlow non-apha characters in names.

We attempted to input incorrect data.on the Trailstest environment using the Trailsdesign
document and our understanding of the established input controls. Based on our basic
tests, we noted the following:

C Wewere ableto assign the duplicate socid security numbers.

C Wewereableto assign socia security numbersusingonly 9'sor O'sor 1's(eg.,
999-99-999). Socid security numbers must contain more than one numeric
character.

C We were dbleto input a client name using only punctuation marks (!...#%&) or
with numbers

Duplicate records can have aggnificant negativeimpact on clientsand providers, including
the delay of timely trestment for clients and incorrect payments to providers. Duplicate
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records aso raiseinformation integrity issuesbecauseit may be unclear asto which record
isthe officia record in the case of court proceedings.

(CFDA Nos. 93.658, 93.659; Foster Care: Title IV-E and Adoption Assistance;
Activities Allowed or Unalowed, Allowable Costs/Cogt Principles, Reporting.)

Recommendation No. 69:

The Department of Human Services should diminate duplicate records within Trails and
enhance input controls by:

a

Performing regular search processes to identify possible duplicate recordswithin
the system, communicating results of these searches to the counties, and
developing procedures to ensure that corrections of duplicate records are made
timely.

Providing training to counties regarding the process of communicating duplication
errors to the State for correction and providing training to county information
systems g&ff in order that county staff can perform consolidation or merges of
duplicate records.

Following up with counties to ensure counties are actively resolving duplications,
either by notifying the Department of duplicate records or by correcting duplicate
records a the county level.

Implementing an outlined, specific methodology for county staff to use during the
search process. County staff should be trained on this methodology and the
importance of doing the process thoroughly.

Enhancing the system’s search engine to better recognize smilar spelling and
shortened names.

Implementing detection controls, such as not alowing duplicate Social Security
Numbers or State Ids.

Egablishing a process where referrd information without a valid socid security
number would be considered a temporary record and would be excluded from
certain reports and processing.
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Department of Human Services Response:
Patidly Agree.

a. A reporting process to identify possible duplications within Trails has beenin
place since January 2002. This processisrun bi-weekly and reviewed by the
Trals gaff. Clients within Tralls are not county specific. We will modify the
report toidentify which countieshave added the client to areferral, assessment
or case. The Department will complete the above change and begin
digributing the report on a weekly basis to the counties beginning February
2003.

b. A process has been in place snce the completion of the rollout of Tralsin
May 2001 to diminate duplicaterecordsin Trails. Additionaly, enhancements
are being made to Trals to identify potentia duplicate records to the users
before a client record is added to the system. These enhancements are
scheduled to be completed by March 2003.

c. Traning has been made avallable on alimited basis to counties interested in

doing their own merges. We will expand this processto al other counties by
June 2003.

d. This training has been available to the counties snce the implementation of
Trails. Additiondly, user desk guides have been provided to Trails users that
outline the search methodol ogy.

e. Enhancemerts were identified for the search engine. These have been
presented to the state and county user groupsfor prioritization at the July 2002
mesting.

f.  Enhancementsfor additiona detection controls will be presented to the state
and county user groups for prioritization at the January 2003 mesting.

0. At the referrd stage, limited information may be known for aclient. It is
important to track referras and assessmentsthrough the system from the very
beginning to ensure that the child is properly protected and for the system to
comply withstate and federa regulaions. However, adesign review of when
aclient should be added to the centrdized client database will be conducted.
The results will be presented to the state and county Trails user groups for
review and prioritization in February 2003.




214

State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2002

Fiscal |ssues

Trails contains afiscad module thet periodicaly crestes afile containing provider payment
information. Thisinformation is uploaded into the County Financid Management System
(CFMYS), which resultsin payments being issued to providersin theform of eectronic fund
trandfers. The payment file generated from Tralls is referred to as the provider payroll.
Provider payrolls are crested based on service dates, rates, and child placement
information entered into Trails by county workers.

Counties run a trid provider payroll on an “as needed” bass and review payments for
accuracy based on invoices and prior remittances to providers. The counties will make
corrections to the payroll based on these reviews. Corrections must be posted before the
payrall isrun. Provider payroll isautomaticaly processed through aninterfacewith CFM S,
and providers are paid on the 15" of each month.

Currently, Trails pays primarily for providers in the foster care, kinship placements,
resdentia trestment centers, and subsidized adoption programs. Plansarein placeto pay
dl other CORE sarvices, such as mentd hedlth trestment, therapy and daycare through
Trals.

The counties have encountered numerous problems when processing provider payrolls
through Trails. These include improper provider payments, changes in funding source
codes, provider rate changes, provider name changes, child name changes, service date
changes, and most notably, interface issues with the CFM S system.

CFMS Interface with Trails

Trails can create credits and debitsthrough the provider payroll processin order to adjust
for the length of time that achild has been placed with the provider or other factors. The
current process matches provider information from Trailsto CFM S by provider nameand
tax |D number or socia security number. If amatch isnot found within CFM Sfor both the
provider name and tax ID number or socid security number, CFMS will create a new
vendor record and process the payment. In cases where the provider name has changed,
this can cause outstanding creditswithin the CFM S system that are not associated with the
previous provider name.

For example, if a provider has an outstanding credit, or overpayment of $100 within
CFMS, this amount should be deducted from the provider’ s next payment. However, if
that provider’ s name was changed within Trails (e.g., through marriage or an organization
name change), CFMS will not be able to match both the provider name and tax ID or
social security number. Therefore, CFM S will issue the payment under a new vendor
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number, causing the provider under the new name to be paid the full amount without
deducting the outstanding credit of $100 under the previous name.

This stuation is further compounded by the fact that previous payments are sometimes
“taken back” from providers when their names are changed within Trails, or in adoption
cases when the child’ sname changes. CFM Sholdsdl thefiscd history, including payment
information, for each vendor or provider. When aprovider’ sor achild’ snameis changed
within Trals, CFMS treets the past payments under the previous provider name as an
error and creates a credit in both CFMS and the Trails system for the past payment
amounts. CFM Swill then pay the provider under the new namefor theamountsprevioudy
paid under the old provider name, thereby causing the provider under the new nameto be
overpaid. For example, in one case we noted, a county worker changed the provider’s
name from the wife s name to the husband’ s name. The worker typed the new nameand
socid security number over the previous provider’s information screen. This caused
CFMS to issue a credit againg dl the funds previoudy paid under the wife's name, in
effect taking back al previoudy issued payments under the wifeé's name. The prior
payments were then paid again under the husband' s name. In other words, the husband
was paid for both the current period and al of the past periods. The Department reports
that it paysout gpproximately $13.5 million dollars each month to providersthroughout the
State. The Department has caculated as of Jduly, credits held with CFMS indicate that
providers owe the DHS $650,000 for inaccurate payments.

In March 2002, DHS developed procedures ingtructing counties to use the “Unpaid AP
Invoices Detall” report generated by CFM S to identify outstanding credits and possible
duplicate providers within CFMS. The Department relies on the counties to provide
ingtructions as to which providers within CFM S should be consolidated. DHS will then
perform the consolidation of those duplicate providers within CFMS.

Per the Department, approximately 400 duplicate provider records have been identified
and corrected to date.

Inaddition to the interface problems, we noted that controls over provider payments need
to be enhanced. Currently CFM S does not have arange check to identify unusud or large
payment amounts. This meansthat any amount requested through Trails for payment can
potentidly be paid. CFMS or Trails should have controls or reports that will identify
excessve paymentsto an individua provider. Payments over established limits should be
suspended until county workers confirm that the amount is accurate. County workers
should review these over the limit reports in order to identify sgnificant variances, and
investigate and resolve these variances prior to issuing provider payments. These
enhancements will help prevent potentid overpayments.
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The interface problems between Trails and CFMS and the lack of adequate controls
present the potentia for fraud, abuse, and irregularities to occur within the Child Welfare
program. The Department should address these concerns as soon as possible.

(CFDA Nos. 93.658, 93.659; Foster Care: Title IV-E and Adoption Assistance;
Activities Allowed or Undlowed, Allowable Costs/Cost Principles.)

Recommendation No. 70:

The Department of Human Servicesshould takeimmedi ate Sepsto investigate and resolve
the $650,000 in outstanding credits within CFMS and recover al overpayments. In
addition, the Department should test a sample of provider payments made through Trails
and CFM Sto determinetheaccuracy and validity of paymentsissued onthebasisof Trails
data. All exceptions identified should be investigated and resolved. The results should be
evauated to determine the need for more extensive testing of provider payments.

Department of Human Services Response:

Agree. The Department agreesthat it isimportant to recover the overpayments.
As these issues have been identified, the Department has worked and continues
to work with the counties to resolve them. As of October 2002, the total amount
outstanding had been reduced to $592,000. Additiondly, Trails generates on
average $13,600,000 in payments a month. During the same period generating
the $650,000 in overpayments (June 2001 to July 2002), Trails generated
$191,000,000 in payments, or in other words, the overpayments represent less
than one-half of 1 percent (0.3 percent) of the total payments paid out for the

period.

Exiding county and state reports are available through CFMS and Trails and
providethenecessary information needed toidentify and resolve provider payment
problems. We continue to work with the counties to determine the accuracy and
vdidity of thair payments. A number of the servicesrecorded in Trails have been
evauated againgt what was paid through CFMS. These payments proved to be
accurate and valid.

The Department recogni zes that accurate paymentsto providersarecriticd. Prior
to any release of Tralls, extensve testing is conducted within the fiscal areato
ensurethat the provider paymentsare being generated accurately. |mplementation
date: June 2003.
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Recommendation No. 71:

The Department of Human Servicesshould addressinterface problemsbetween Trailsand
the CFM S and improve controls over provider payments by:

a

Implementing modifications to correct provider matching between the two
systems. Provider information should be matched using one unique identifier such
asthetax ID number or socia security number.

Working with counties to establish provider limits that would be included on the
trid payroll, alowing counties to identify excessve payments prior to the fina
payroll process.

Creating standard reconciliation processes to reconcile payments cal culated from
Tralls to payments disbursed by CFMS. Procedures should include collection of
any overpayments. Both the countiesand the Department should beinvolvedinthe
reconciliation and collection process.

Department of Human Services Response:
Patidly Agree.

a. A change wasmadein both CFM S and Trailsin September 2002 to address
thisissue. The results of the changes have been effective and are operating as
prescribed. 193 duplicate provider records remain to be corrected and work
continues on correcting them.

b. This recommendation will be presented to the County Trails User Group at
thair February 2003 meeting for consderation and prioritization for a
modification within Tralls.

c. CDHS accounting staff currently reconcile Trails payments to the CFMS
generd ledger. The Trails payment reconciliation was expanded to include
reconciling Trails payroll amounts to Citicorp beginning with the July 2002
period. CDHS will make available to dl counties completed reconciliation
support viae-mail. AccordingtoVVolume7 rules, the countiesareresponsible
for the collection process. CDHS has and will continue to assist the counties
with this process.
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Funding Sour ce Changes

The funding source code associated with each service aclient recelvesindicatesthe parties
respongble for funding the provider payments:. the county, state, or federd government.
Within Tralls the default code is “WRI” (without regard to income), which indicates the
state and county are responsible for the provider payment; these cases are
nonreimbursable by thefedera government. For caseswith“1V-E” funding source coding,
the services qudify under thefedera Foster Care program and the federad government will
reimburse a percentage of the cost. County fiscal workerscheck the trid provider payroll
to ensure that the correct funding source code is applied to each service prior to
processing the fina provider payroll.

In some instances, the funding source code in Trailsis erroneoudy changed by the system
from 1V-E to WRI during the find payroll process. When this occurs, counties must
undergo alengthy investigation and a time-consuming request process by completing the
State Adminigtrative Adjustment (SAA) request form to receive the correct
reimbursements. These changes to funding source codes appear to be caused by early
problems with how Trails was reading funding source information. Under the legacy
CWEST application, which was a client-based system, each client could only be
associated with one funding source code. Within Trails, which is a case-based system,
each client can have multiple funding source codes based on the number of services the
client isrecaiving. Inother words, in Trails digibility workers can assgn different funding
codes according to the different servicesthe client recelves, rather than by client. In order
to ensure that the correct funding source code is used for the provider payroll, Tralls
performs a selection process based on a pre-determined code hierarchy.

Prior to May 2001, Trails was incorrectly reading this funding source code hierarchy for
cases converted from the CWEST system. This caused unintended funding source code
changes to occur during the provider payroll process. A modification addressing this
problem was ingdled in May 2001, which remedied these types of errors. However, for
exiding cases as of May 2001, the modification was activated only when a change was
made to some aspect of the case, for example, if a child was placed with a different
provider or the provider’ s payment rate was changed. There are a number of cases that
existed prior to the modification in May 2001 that have not had any change madeto them.
When a change is finaly made to one of these older cases, the May 2001 modification
should initiate and make the necessary corrections to the current service codes only.
However, we noted that when a case has an IV-E funding source code, Trails is
incorrectly reversing the source codes back to the converson date, instead of just
correcting the current codes.
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Inaccurate funding source codes result in provider payments being funded by the wrong
source of funds. For example, if acaseis erroneoudy coded WRI, the county and state
will pay for services that should be funded at least in part by the federa government.
Smilaly, if acaseis erroneoudy coded as IV-E, the federd government is improperly
charged, which would result in disalowed cogsto the State.

(CFDA Nos. 93.658, 93.659; Foster Care: Title IV-E and Adoption Assistance;
Activities Allowed or Undlowed, Allowable Costs/Cost Principles.)

Recommendation No. 72:

The Department of Human Services should ensure that funding source codes are accurate
in the Trails system by:

a. Implementing a sysemmodification to prevent IV-E codesfrom being incorrectly
reversed. Modifications to correct the problem should be tested to help ensure
correct funding codes are not adversdly affected.

b. Requiringthat countiessubmit funding source codes adjustment formsfor dl errors
identified and following up on dl such requestsin atimey manner.

c. Providing training to al fiscal dtaff and caseworkers to ensure counties are
appropriately entering funding source codes. Training should use “red” life
examples and include time for feedback and questions.

Department of Human Services Response:
Patidly Agree.

a. A sysem modification was implemented and the Department believes this
issue has been resolved. The Department will continue to research and
respond to any future report of problems in this area. Regresson testing of
Tralsispart of the tandard process of the Department. Additiondly, we have
invited counties to participate in the regression testing prior to a release of
Tralls to ensurethat exigting functiondity is not impacted by the changesbeing
implemented. This was ingtituted in December 2001.

b. TheStateAdminigrative Adjustment (SAA) processthrough CFM Shasbeen
inplacesincetherollout of Trails. Countieshavethe responsbility to complete
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SA A sthrough an onlineformin CFM Swhen an automated entitlement change
cannot be made through Trals. Thisis not a form maintained in the services
record. The CFMS entry is maintained online until processed. Once
processed, the entitlement change can be verified by reviewing the child fiscd
higtory report in Trails.

c. TheTralstraning group has been offering a Fisca specidty training course
and an Exploring Fiscd workshop every month since October 2001.

Provider Payroll Suspensions

County fiscal workers have the ability to suspend provider payments. However, if a
caseworker goesinto the case while a payment isin susgpense and makes any changesto
the record, the payment will be autometicaly be gpproved, thusinvaidating the suspended
datus. This can cause invalid payments to be issued to providers.

(CFDA Nos. 93.658, 93.659; Foster Care: Title IV-E and Adoption Assistance;
Activities Allowed or Undlowed, Allowable Costs/Cost Principles.)

Recommendation No. 73:

The Department of Human Services should enhance the Trails system so that changes
made by caseworkers do not cause a suspended provider payment to be inadvertently
approved.

Department of Human Services Response:

Agree. Origind design of Trails cadled for dl payments to default to unapproved
versus approved. The county fiscal worker would then approve the paymentsfor
the payroll processing. However, input from state and county usersindicated that
it would be more efficient for the county fisca worker if they only hed to identify
the payments not to be paid. Therefore, the default for payments was changed to
approved. A modification request for the above recommendation was submitted
in July 2002 to the state and county Trails user groups and is being prioritized by
these groups.
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| mproper Provider Payments

During our review we noted several instances where provider paymentswere incorrect or
duplicated, and the cause for the problem had not yet been determined. In one example,
we noted a provider placement was end-dated in November 2001, yet the provider was
dill receiving payments. The county opened a helpdesk ticket, but the exact problem has
not been identified. In another case, a provider was receiving a duplicate payment under
one sarvice code. Again, it was unclear what caused this Stuation.

(CFDA Nos. 93.658, 93.659; Foster Care: Title IV-E and Adoption Assistance;
Activities Allowed or Unalowed, Allowable CostsCost Principles.)

Recommendation No. 74:

The Department of Human Services should ensure system problems with provider
paymentsin Trails are addressed by:

a. Requiring that staff report al instances of improper payments to the Trails
hel pdesk.

b. Requiringthat the helpdesk notify al countieswhen system problemsareidentified.
c. Requiring that the hel pdesk provide additiond ingtructionsto theworker and relay
these ingtructions to the other counties, when user errors are identified. In cases

where overpayments have occurred, the Department should work with the
counties to help ensure that these amounts are recovered.

Department of Human Services Response:
Agree.

a. Itisthe established procedurethat any problems or issueswith Trails must be
reported through the CDHS Hel pdesk before the problem will be addressed.

b. The Helpdesk utilizes alist server to notify dl Trals county contacts when
system problems are identified.
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c. TheHepdesk will develop processes and proceduresto provideinformation
to usersconcerning user errorsby June 2003. Additionaly, theinformationwill
be forwarded to the Trails Training group for incorporation into the Trails
training courses. According to Volume 7 rules, the counties are responsiblefor
the collection process. The Department will continueto assist the countieswith
this process.

System Requirements and Reporting

The Department of Human Services must have the ability to produce various reports and
assessments to satisfy court, state, and federal requirements. These include federal
requirements for Statewide Automated Child Wdfare Information Systems (SACWIS),
Family Service Plans (FSP), assessments related to Child Welfare, the Adoption and
Fogter Care Anadlysis and Reporting System (AFCARS), and the National Child Abuse
and Neglect Data System (NCANDS). In order to manage cases and administer the
Child Welfare program, counties must track caseloads by caseworkers, opened and
closed cases, placements with each provider, and other information for analysis and case
management. In addition, the counties must have the ability to generate reports in order
to receive funding from state and federal sources as appropriate. In addition to standard
reports, Trails can be used to generate ad hoc reports with county-specific data.

The reporting processwithin Trails does not provide accurate dataand does not fully meet
vaious state and federa requirements. In addition, the system does not provide accurate
information to the counties for case management purposes.

Adoption and Foster Care Analysisand Reporting System (AFCARS) Requirements

The Department’ s system for managing information under the Foster Care and Subsidized
Adoption programs, known as AFCARS, must meet various state and federa
requirements. Theseincude documentation on the remova of children from the home and
children’s disahilities and culturad needs. However, this information is not consstently
documented in Trails because many workers are not clear on whereto record theseitems.
This results in inconsstencies in the documentation process of AFCARS requirements
among counties. Additiondly, certain required AFCARS fields, such asthe end datesfor
remova of children from a home, are routinely altered as part of workarounds to
compensatefor Trails functiond deficiencieswith respect to issuing provider paymentsto
foster care parents and to families receiving subsidized adoption payments.
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Ad Hoc Reporting

Ad hoc, or user defined reports are created by running a query against a database or a
collection of data, and can be run at anytime by users with access to the query tools.
Predefined reports, on the other hand, are based on predetermined logic and cannot be
dtered by the average user. Counties have the ahility to run ad hoc reports, but counties
are limited to afiltered view of only that county’ s information.

During our county visits we observed the county Information Systems groups running ad
hoc reports. Wenoted that reports contained duplicate client information or did not contain
complete information. One report generated on the number of open referrdsfor services
for the month only showed four referrals for the county, when in fact there were over 100
referrds noted.  This problem appears to be due to the filtered view on which each
county’ s reports are generated, which limitstheinformation in Trailsthat can be accessed
for ad hoc reports. County workers reported that when the same ad hoc reportsarerun
by the State' s Information Systems group using the entire Trails database, the reports
appeared to be more accurate.

Case Management Requirements and Funding Infor mation

Because of problems with obtaining accurate and complete information, severa counties
are entering data into separate databases outsde the Trails system in order to produce
accurate reports on caseloads and assgnments. Accurate information is needed in order
for the counties to submit casdload data to the state and federa government and receive
funding from those entities. This double entry of data increases counties workloads and
opportunities for input errors.

Court Requirements

Our review also noted that Trails does not provide adequate reporting functiondity to
satisfy court requirements. For example, severa counties do not utilize the Family Service
Pan (FSP) reports because Trails does not provide formatting accepted by the courts.
Currently, each court requires Child Welfareinformation to be formatted differently. Also,
documents needed by the courts such as risk assessments, safety assessments and the
North CarolinaFamily Assstance Scale screenswithin Trailscannot be printed asreports.
Therefore, gaff must manudly write out this information and caculate results in order to
provide it to the courts.

In addition, Trails reports that are generated for court purposes have to be printed out in
their entirety and cannot be limited only to sections that are of interest or required by the
courts.
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Other Factors Affecting Reporting

Other issues discussed earlier in this report add to the inaccuracy of the Trails reporting,
suchastheduplication of client and provider recordswithin Tralls (Datalntegrity Section).
Reporting errors aso occur as a result of caseworkers entering invalid dates and
information as “workarounds’ in order to force Trails to process cases timely (Fisca
Issues Section). Additionally, each time a case is transferred to another worker, the
application associates that client with each worker; therefore the same client will appear
multiple timesin the report under different caseworkers.

Ovedl, theinability of Trailsto produce adequate reports has resulted in the continued use
of manua proceduresand processes. Furthermore, if countiesare completing risk or safety
assessments for children or families offline, other counties will be unable to view the
complete file of aclient. This results in county workers making phone cdls and sending
hard copies to other counties to share the information. Findly, by completing child
assessments both online and manudly, there is some risk that assessments may not be
prepared or scored exactly the same in both ingtances. This could have an impact on the
integrity of information avallable for decison-making and thus affect the services and
treatments provided to clients.

In generd, the lack of accurate reports and the need for usersto maintain two setsof data
isapoor use of personnd resources, undermines user acceptance, and does not meet the
basic gods of Trals to provide a Satewide system for case management and streamline
record kegping and service ddivery, while meeting the required reporting criteria

(CFDA Nos. 93.658, 93.659; Foster Care: Title IV-E and Adoption Assistance;
Reporting.)

Recommendation No. 75:

The Department of Human Services should ensure reports from the Trails system are
accurate and meet requirements by:

a. Providing speciaized training to appropriate county workers on reports, including
ingtructions on AFCARS and NCANDS requirements.

b. Working with the counties and other stakeholders to identify critica reports and
other reporting issues, such as court-required formats and ad hoc reporting
limitations. The Department should establish agreed upon priorities and timelines
for addressing reporting concerns.
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c. Egablishing proceduresto solicit courtsto accept one established format for court
documents.

Department of Human Services Response:
Agree.

a. A specidty training course on Trails Reports has been offered each month
gnce October 2001. The Department is meeting the federal reporting
requirements for both AFCARS and NCANDS. Currently, the inaccuracies
are contained within five or fewer of the 100 data dements. We are
continuing to improve training, understanding by the users and the
programming that generates these reports to iminate these inaccuracies.

b. A reportsworkgroup wasformedin June2001. Theresultsof theworkgroup
were given to the County Trails User Group in July 2002 to prioritize the
issues. Since November 2001, the Department has met regularly with the
county-designated ad-hoc reports group to discuss and develop ad-hoc
reports desired by the counties. The ad-hoc reporting database will be
changed by February 2003 to give the counties afull view of the data.

c. Wewill establish procedures by March 2003.

M edicaid | ssuance

Trails adlows casaworkers to request and document Medicaid services for a client.
However, in some ingtances the information in Trails is not consstent with critica
information related to Medicaid digibility held by the State’ s Client Oriented Information
Network (COIN) system or the Medicaid Management Information System (MMIS).

During our review we noted an ingance in which Trails indicated that a child was
Medicad-digible, but the MMIS system classified the child as being covered by third
party insurance and therefore not eigible for Medicaid.

The interface between Trails, COIN, and MMI S should beimproved to reflect consistent
information on a child' s digibility for Medicaid.

(CFDA Nos. 93.777, 93.778; Medicaid Cluster; Eligibility.)
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Recommendation No. 76:

The Department of Human Services should continue to work with the Department of
Hedlth Care Policy and Financing to improve the interface between Trails, COIN, and
MMIS, in order that Medicaid information is accurately reflected in dl State systems.

Department of Human Services Response:

Agree. The Department will continuetowork with the Department of Hedlth Care
Policy and Financing to improve the interface between Trails, COIN, and MMIS
for Medicaid information. All reported problems are researched by the three
areas. Additiondly, the Trails saff isworking with the CBM S g&ff to identify the
modifications required in both systems to support the interface with the advent of
CBMS.

Department of Health Care Policy and Financing
Response:

Agree. Clients may have third party insurance and ill receive Medicad.
However, in this case, the client could have been inappropriately classfied as not
digible for Medicaid. The Department agrees that ensuring accurate deta in dl
state systems is important and will work diligently with Department of Human
Services to improve the data.

TANF Diversion Program Overview

The purpose of the Temporary Assistance for Needy Families (TANF)/Colorado Works
program is to assst needy families with dependent children to obtain and sustain sdif-

sufficiency through time-limited cash payments. TANF regulationsallow statesto provide
lump-sum, non-recurring cash paymentsto familiesrather than recurring monthly basic cash
assistance (BCA) payments. These short-term benefits areintended to addressafamily’s
specific crigs or episode and assg the family in maintaining or gaining employment, and
thereby divert the family from requiring long-term assstance. Some examples of short-

term needsthat could qualify under diversion are car repairs, apartment security deposits
and rent, and utilities. In 1997, Colorado created two Diversion Programsfor familieswith
short-term needs.  state diversion and county diversion.
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The Department of Human Services is the primary recipient of the TANF federd grant
award. Inlarge part, the Department passes these funds through to county departments
of socid services. Theselocal departmentsare responsiblefor administering the Colorado
Works program within their county under the terms of the county under the terms of the
county's performance contract with the State. Under federd regulations, the Department
is responsible for monitoring the activities of the county departments to ensure federd
awards are used in compliance with laws, regulations, and the provisons of grant
agreements and that performance godsareachieved. Thus, the Department isresponsible
for the overgght of the TANF/Colorado Works Program and compliance with federa
requirements. Within the Department, the Office of Sdf-Sufficiency (Office) overseesthe
program. Statutes give the 64 county departments of socia services broad authority to
adminigter Colorado Works under the Department’ s supervison.

During Fisca Y ear 2002 the Office of the State Auditor conducted a performance audit
of the TANF Colorado Works Diverson Program. The audit comments below were
contained intheCol orado WorksDiver sion Program, Depar tment of Human Services,
Performance Audit Report No. 1455, dated August 2002.

Diversion Payments and Compliance with
Regulations

Asdiscussed, agate or county diversion cash payment should be anonrecurrent payment
to a recipient to asss the family in dealing with a specific criss Stuation or episode.
Federal regulationsfor "nonassistance” (i.e., paymentsthat are not considered " ass stance,”
suchasbasic cash ass stance payments), which apply to Diversion Programs, required that
diverson payments be directed toward recipients who do not need long-term assistance.
Recipients must demonstrate a need for a particular type of assistance. Federal and state
regulaions do not clearly define the specific types of needs that may be met by Diverson
Programs. However, federa regulations do prohibit the use of TANF funds for some
types of costs, such as medica services other than prepregnancy planning services and
capitd congtruction, aswell as payments made to fugitive felons.

To evduate theimplementation of the TANF Diversion Program in Colorado, we sdlected
asampleof casefilesfor review. Overdl, weidentified problemswith 77 of the 239 cases
in our sample, or 32 percent, and atota of $94,000 in questioned costs.

We found atota of 30 casesin which diversion payments made by the counties were not
consggtent with federal and/or state requirements (some payments had more than one
problem and appear in more than one category).
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* Inonecase, thecounty provided county diver sion paymentstotaling $5,400
from November 2000 through September 2001 to a family in which both
parents wer efugitivefeons. Of these payments, $4,800 was provided to the
family after the information on the recipients’ arrest warrants was obtained by the
county. Both federal and state regulations prohibit payments to fugitive felons.

C In 11 cases, with paymentstotaling $41,000, the familiesdid not meet the
appropriate income requirements for the diverson payments they
received. Three of the deven families had income exceeding the county-
established guiddines for county diverson and thus were not digible for ether
state or county diversion payments; these recipients received $14,200 in county
diversonpayments. The other eight received dmaost $27,000 in county diversion
payments but were only digible for Sate diverson or basic cash assstance.

C In4cases, familiesreceived atotal of $7,232 after county staff deter mined
the recipients were not complying with specific components of ther
federally-required Individual Responsbility Contracts (IRC). According
to state laws and regulations, in order to receive a diversion payment, each
recipient is required to sign an IRC that outlines the county’ s expectations and
terms the client must meet to receive assstance.

C In 7 cases, counties provided payments totaling $3,279 for medical
services including hospital bills, prescriptions, and miscellaneous
unspecifiedmedical bills. Accordingtofedera regulations, TANFfundsarenot
to be used for medica services other than prepregnancy planning services or
limited medica cogts previoudy alowed by the State under the federd JOBS

program.

C In9caseswith payments totaling $14,344, the families did not appear to
be appropriate candidates for diverson. Our review of caxe file
documentation indicated these recipients had no current or future job prospects
or otherwise had ongoing, long-term needs that would not be met by short-term
diverson payments. Therefore these payments did not quaify under State
regulations requiring that diversion participants not have aneed for long-term cash
assigtance.

In addition to these compliance issues, we noted that not al countiesin our sample had a
policy requiring that efforts be made to recover overpayments under diverson. We
identified 3 cases in which families received overpayments totding $12,160 due to
caseworker error. According to department staff, recoveries are not required under
federd law, date Satutes, or state regulations; recovery efforts are only required for
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overpayments of public asssance. Federd rules classfy diverson payments as
"nonassistance,” and the Department condders diverson participants to have been
"diverted” from public assstance (i.e., from basic cash assstance). Thus, the Department
doesnot requirethat countiesincluderecovery policiesfor stateor county diverson aspart
of ther county plansfor Colorado Works. Nonetheless, we noted that in one instance a
county did attempt to recover adiverson overpayment.

Findly, in 28 cases we identified payments totaling approximately $33,000 (not included
in total questioned costs of $94,000) for mortgage payments and related late fees, sports
equipment, driving fines, furniture, cable televison, atelevison set, a computer, personal
loans, and past due credit card bills. While payment for these needs is not specificaly
prohibited by Colorado Works regulations, these purposes appear to represent recurring
and/or nonessentia needs. Documentation in the case file did not substantiate that these
needs represented crisis Stuations that would be appropriately met through diverson
payments. In addition, the counties we vidted had varying bdliefs regarding whether
payments for these types of purchasesin generd werealowed or otherwise appropriate.

Diversion Payments Controls

Whilethe Department hasestabli shed variouscontrolsover the Colorado Works program,
these findings indicate that the controls over the diverson component of the
TANF/Colorado Works program are not adequate. First, the Department does not
routinely review diverson payments to assess adherence to the legiddtive intent of the
program or for otherwise ensuring counties are meeting program requirements.  This
review could be accomplished in two complementary ways.

C The Depatment should review actua case files of diverson recipients on a
periodic bass. This should be done as part of the Department’ s ongoing on-site
reviewsof Colorado Worksat county departments. With respect to these on-site
reviews, in our Fiscal Year 2001 financid audit of the Department, we found that
the Department had discontinued these monitoring vidts for Colorado Works.
That audit recommended that the Department reingtate this review process,
induding casefilereviews, in order to identify problemsin areasinduding digibility
determination and benefit payments. The Department agreed with this
recommendation. During this audit of the Diverson Program, the Department
provided us with the plan and schedule it had developed to perform on-site
monitoring at the counties on afour-year cyclefor the Colorado Works program.
Thefirg of these visits was scheduled for June 2002.

It isimperative that diverson casefiles beincluded in those reviewed during Site
vidgts. Many of the problemsidentified in our audit of state and county diversion,
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in both this section and later sections of thisreport, could have been identified and
resolved by the Department—and perhaps prevented—f it had an ongoing
monitoring process in place to review diverson casefiles. These reviews should
indude follow-up discussonswith county staff regarding any findingsor questions
and resolution of any problems. During this process the Department can aso
obtain information to identify trends, best practices, and areas in which technica
assistance is needed.

C In addition to performing on-site monitoring, the Department should review
diverson payments by performing andyticd review of the paymentson aroutine
basis. Department staff have accessto Colorado Works payment information on
the COIN system; however, the Department does not review COIN to identify
possble problems. For example, department staff could review diverson
payments by focusing on payments issued by individua county caseworkers, on
large diverson payments, and on recurring paymentsto the samerecipients. This
type of anaytica review is important in order to provide ongoing and timely
feedback to the counties. In this way, the Department can supplement the
feedback to counties that is provided under the on-site monitoring plan, which is
designed to cover al 64 counties over afour-year period. Informetion from the
andyticd review could aso ad the Department in identifying high risk countiesand
scheduling the on-gite visits,

In addition to reviewing paymentsthrough casefilereviews and analyzing COIN deta, the
Department should provide additional guidance to the counties to further assst them in
becoming aware of and adhering to program requirements. While federa and state
regulations have given wide discretion in determining what paymentsare gppropriate under
Diverson Programs, there are specific requirementsthat must be met for digibility and for
dlowable typesof expenditures. The problemsweidentified reflect paymentsthat appear
guestionable under state and/or federal requirements and, thus, in a number of instances
could be disallowed by the federad government.

Findly, the Department should ensure efforts are made to recover dl overpayments made
with public funds, regardless of whether or not it classifies paymentsas*public ass stance.”
The Department should require that counties develop policies to recover identified
overpayments under diverson in a timely manner. We believe that this should be a
congstent requirement across al county plans with diverson components.

Federal regulations require that the Department ensure federd requirements are met for
funds passed through to the counties. Similarly, while state law grantsthe counties broad
authority to administer their Colorado Works programs, statutes place the ultimate
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authority for ensuring compliance with state laws and regulations with the Department.
Sec. 26-2-716(4) (a,b), C.R.S,, states:

A county may not use county block grant moneys except as specificdly
authorized pursuant to the provisions of thispart 7 [Colorado Works] and
rules promulgated by the state board or state department. . . If the Sate
department has reason to believe that a county has misused county block
grant moneys and has given the county an opportunity to cure the misuse
and the county has failed to cure, the state department may reduce the
county's block grant for the succeeding state fiscal year by an amount
equal to the amount of moneys misused by the county. Any county found
out of compliance with its performance contract or any provison of the
works program may be assessed afinancid sanction.. . . .

Therefore, the Department should ensure that Sate and federa requirements are met for
state and county diversion under Colorado Works.

(CFDA No. 93.558; Temporary Assstance for Needy Families; Activities Allowed or
Undlowed, Allowable Costs/Cost Principles.)

Recommendation No. 77:

The Department of Human Services should establish adequate controls to ensure that
Colorado Works expenditures for diverson are in compliance with state and federa
requirements and meet the intent of the program by:

a. Reviewingdiverson casefilesaspart of itsperiodic and ongoing TANF/Colorado
Works monitoring processat county departmentsof socid services. Thisprocess
should indludetimely follow up with the counties onissuesidentified and resolution
of problems.

b. Udng COIN data on diverson payments to perform periodic risk analyses on
counties Diversgon Programs. Resultsof the andyses should beused to assist with
decisons on scheduling county Diverson Program  monitoring vists and to
perform other follow up as appropriate.

c. Devdoping written policies defining expenditures that are consstent with
requirements and with the legidative intent of the diverson program and
communicating these policiesto al county departments of socid services.



232

State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2002

d. Requiring that al counties identify policies in their annua county plans submitted
to the Department to identify and recover diverson overpayments in a timely
manner. The Department should review theimplementation of counties recovery
policies during Diverson Program monitoring vigts.

Department of Human Services Response:
Agree.

a.  Theongoing county program reviewsinclude divers on-specific questionsthat
will focus on the accuracy of payments, state and/or federa law compliance,
and county compliance with its own policies. The Department will then issue
adetailed report with recommendations to the county and forward copiesto
the Department’ sAudit Divison. Based onthereviews, gppropriate counties
will recelve moreintensvetraining. Implementation dete: October 2002 and
ongoing.

b. The Depatment will initiate periodic risk andyses on counties Diverson
Programs. Theseresultswill be utilized aspart of the overal county monitoring
process. Implementation date: October 2002.

c. Written policies defining expenditures that are consistent with requirements
and legiddtive intent is a good control; however, these policies are aready
defined in Sate and federd atute and regulations, and county socid service
departments have had and continue to have access to this information on a
regular basis. The Department will continueto provide countieswith guidance
on these policies and help in the development of policies a the locd leve.
Implementation is ongoing.

d. Federa TANF law does not require counties to recover overpayments.
Colorado statute gives countiesthe programmetic flexibility and fundsto make
these decisons at the locdl level. However, the Department will require that
dl counties identify policies in their annua county plans with regards to
recovery of diverson overpayments. The Department, through its ongoing
county program reviews, will verify proper implementation of the county
recovery policies contained in the annua county plan. Implementation date;
October 2002 and ongoing.
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County Plans

Another weakness in the Department’s oversight of the diverson program is its lack of
review of county plans. Counties are required by their performance contracts with the
Department of Human Services to submit plans annudly to the Department that outline
their Colorado Works program policies and procedures. As discussed, state law
provides countiesdiscretionin creating and implementing their Colorado Works programs
while dill requiring them to adhere to federd and state TANF rules.  We identified
problems with two of the nine county planswereviewed for Caendar Year 2001. Inone
case, the plan outlines the county’s creation and implementation of a separate program
component that is not consstent with state or federa TANF regulaions. The problems
we identified with this particular component of that county’ s plan are described in the next
section of this report.

In the second plan in which we identified problems, the plan noted that the county would
make diverson payments to recipients for unreimbursed medical expenses. However,
TANF regulations do not alow medical services other than prepregnancy servicesto be
provided with TANF grant funds. Inaddition, thiscounty did not provide anincomelimit
for county diverson in its county plan, adthough state regulations require counties to
establish income maximums for county diverson digibility.

Initsfederally required biannua State Plan for the TANF program, the Department states
that it is respongible for assuring that dl counties are complying with the terms of their
county plans. Thisis consstent with the Department’ s responsibilities as the primary
recipient of federa TANF funds. However, the Department has no processin place for
reviewing annual county Colorado Works plans. Some of the inappropriate payments
identified in our audit could likely have been prevented if the Department had reviewed the
counties plans and provided feedback regarding program aspects that did not appear to
be in line with date and federd regulations.

(CFDA No. 93.558; Temporary Assistance for Needy Families; Activities Allowed or
Unallowed, Allowable Costs/Cost Principles)

Recommendation No. 78:

The Department of Human Services should indtitute a forma review process for county
Colorado Works annud plans by:
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a. Assgning gaff to review annua county plans.

b. Eddblishing a method for providing feedback to counties regarding
appropriateness of their plans within a specified time frame (e.g., 30 days) of
submittal and ensuring that required changes are made timely.

c. Determining counties compliancewith their county plansthrough ongoing casefile
reviews.

Department of Human Services Response:

Agree. The Department agreesthat improvements regarding the appropriateness
of counties plans with regard to state and federal compliance issues can be
achieved. Determining compliance with plans and policies through ongoing case
filereviewsis dready apart of the established county program review process.
As part of the ongoing county program reviews of al 64 counties within the next
four years, the Department will conduct athorough review of counties plansand
policies and provide specific feedback to counties regarding issues of non-

compliancewith regulations. Additiondly, the Office of SAf Sufficiency will work
interndly with the Department’ sDivisonsof Fed Auditsand Fidd Adminigtration
and externdly with county departments themsalves to establish a review tool to
more effectively and timely review counties plans and policies. It is anticipated
that after development of this review tool, feedback would be given to counties
within 90 days of plan submittal. Implementation date for parts(a) and (b) within
90 days of receipt of new county plans starting January 1, 2003. Implementation
date for part (c) October 2002 and ongoing.

Requirementsfor Allowable Programs

Severd of the countieswe reviewed have ingtituted Colorado Works Diversion Programs
for families|eaving basic cash ass stance because the recipient had obtained employment,
and therefore, the family’ s resources exceeded digibility requirements for these ongoing
cash payments. We found that one county’ s program for these families, referred to asits
“trandtiond” program, does not appear to meet certain federal or state requirements. For
example, under this trangtiond program, the county appears in some instances to be
providing recurring cash payments instead of using county diversion to address families
short-termneeds. Out of the 13 county diversion casesfrom this county in our sample, in
12 ingtances recipients received recurring diverson benefit payments during Calendar
Y ears 2001 and 2002 to meet multiple, genera, ongoing needsrather than ademonstrable,
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spexific, short-term need. Inaddition, the paymentsand/or families did not appear to meet
other county diverson requirements. The problems we found are identified below (some
cases had more than one problem).

Nine of thefamilieseach received between 9 and 34 cash paymentsduring
Calendar Y ears2000 and 2001. One of the ninefamiliesreceived 27 payments
over the two-year period, including four rent payments and two car insurance
payments. Theinsurance payments each covered afull year of premiums. Under
federd regulations, “trandtiona” services are to be paid only for stabilization of
housing or transportation, and the payment must befor anonrecurrent, short-term
benefit addressing a discrete criss rather than ongoing needs. Tota paymentsto
families ranged from $3,121 to $7,000.

Seven of the familiesreceived cash paymentsin six or mor e consecutive
months. In one case, the family received payments for 11 consecutive
months. Federd regulations that apply to diverson date that cash payments to
recipients are limited to four consecutive months for a specific need. Our file
review indicated that the same ongoing needs were being used by the county as
the basis for payments beyond the four-month limit.

Six of the families did not appear to meet income guidelines for the
county’s Diversion Program. State regulations require that families served in
county diverson must not be eligible for basic cash assstance or Sate diversion.
For these six families, both the case files and Department of Labor and
Employment records indicate the families had low income leves that would
requirethat they be served through elther basic cash assstance or Satediverson;
county diversonis intended to serve families a higher income levels. These Six
families recelved atota of 119 county diverson payments during the two-year
period totaing $24,203.

Three recipients that received a total of 32 county diversion payments
totaling $9,000 did not work at all or worked only afew monthsduringthe
two-year period we reviewed. While regulations do not require thet diverson
reci pientsbeemployed, we question whether paymentsto chronically unemployed
individuas meets the goals of Colorado Works to promote job preparation and
ensure participation in work activities as soon as possble. Our review of file
documentation indicated these recipients were receiving payments on the basis of
long-term ongoing needs throughout the period, rather than for short-term crises.
We dso noted that by placing these recipients in diversion, the county was not
required to include these recipients when caculating its work participation rete.
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Additiondly, we noted that because the county was providing ongoing cash paymentsto
these recipients through diversion, these payments were not being counted against the
recipients 60-month TANF life-time limits for ongoing cash assistance. We bedlieve this
isamisuse of county diverson. Federal and state regulationsrequirethat in order for cash
paymentsto quaify as"nonassstance’ or diversion, the payments must be solely for short-
term or trandtional needs. If the payments do not meet these requirements, then the
paymentsare cons dered cash ass stance and must be counted againgt arecipient'slifetime
limit for cash assstance payments.

The county believesthe ongoing cash paymentsunder itstrangtiona programarepermitted
by TANF regulations under the category of “other assstance” However, we are
concerned that under both federal and state TANF regulations, “other assstance” is
intended to provide support services (e.g., child care) to employed families that are
recaiving basic cash assistance. “Other assistance” isnot intended to take theform of cash
payments, and it isnot intended for unemployed personsor “ post-TANF’ individua safter
leaving basic cash assstance. Therefore, it appearsthat the county isusing itstrangtiond
programto make paymentsthat are not alowable under federd regulationseither as" other
assgtance’ or as "nonassigtance’ (i.e., diverson).

The county stated that itstransitiona program wasnot part of diversionand, therefore, was
not subject to federal or state TANF/Colorado Worksregulations. However, the county
isusng TANF funds to make payments under its trangtiona program, and the county is
reporting the paymentson COIN as TANF diversion payments. Thistrangtiona program
istherefore part of the TANF/Colorado Works program.

The Department should takeimmediate action to ensurefedera and saterequirementsare
clear to counties and that counties arein compliance with these requirements. This should
incdlude completing a detailed review of this county’s plan, as discussed in the previous
recommendation, and requiring the county to make necessary changes to the plan.
Additiondly, the Department should perform an extenson of the case file review
undertaken in our audit with appropriate follow up at al counties that have in place
“trangtiond” Diverson Programs to identify al instances of possible noncompliance.
These steps are critical to ensuring the program is operating according to regulations and
that any instances of possiblefraud or irregularitiesareidentified and addressed. Asstated
earlier in this report, the Department should also ensure that al counties with diverson as
part of their Colorado Works program have policies in place to recover diverson
overpayments.

In addition to the risks of noncompliance and misuse presented by this Stuation, we are
concerned that thiscounty’ strangtiond Diverson Programis, in effect, being used in some
instances to provide ongoing cash assistance with no time limits. Thisis contrary to one
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of the basic intents of Colorado Works and TANF: to end dependence on government
benefits.

(CFDA No. 93.558; Temporary Assstance for Needy Families; Activities Allowed or
Unalowed, Allowable Costs/Cost Principles Matching, Leve of Effort, Earmarking.)

Recommendation No. 79:

The Department of Human Services should take immediate stepsto address the problems
identified in the audit regarding county “trangtiona” programs under TANF/Colorado
Works diverson. This should include:

a. Conducting detailed case file reviews of recipients and payments under county
trangtiond programs and addressing and resolving instances of noncompliance
with federd and state regulations.

b. Ensuring that counties are adequately informed about the requirements that must
be met in order for payments or services to appropriately be classfied as* other
assistance” under TANF.

Department of Human Services Response:
Agree.

a. Aspart of the ongoing county program reviews of al 64 counties within the
next four years, the Department will include some diversion-specific questions
that will focus on whether the payments made were accurately, within state
and/or federd law, and within the county’ sown policies. A detailed report of
any noncompliance issues and recommendations for resolution will be issued
to the county with a copy sent to the Department’s Audit Divison. Further,
counties identified with having a sgnificant number of noncompliance issues
will be targeted for more intensive training. Implementation date: October
2002 and ongoing.

b. The Department will continue to provide guidance to counties—through
training, agency |etters, technica assstance, etc.—on the policy requirements,
both federal and State, that must be met and the areaswherethereisflexibility
to develop county-specific policies. Implementation is ongoing.
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|EVS Verification

The TANF program has considerably moreflexibility than Aid to Familieswith Dependent
Children (AFDC), the program TANF replaced. However, under TANF the federal
government continued one of AFDC's basc requirements. that recipients income
informationand identity be verified through the federd Income, Eligibility, and Verification
System (IEVS) at the time of gpplication. |EVS provides sates with incomeinformation
on TANF recipients from the Socid Security Adminidration, Internd Revenue Service,
and the Colorado Department of Labor and Employment. Through IEV'S, recipients
sociad security numbers are matched with these agency’ s records to identify ingdtances in
whichTANF recipientshave potentialy understated their earned and unearnedincome and
resources. This requirement must be met for al TANF applicants, regardless of whether
they are gpplying for basic cash ass stance or another type of assi stance such asdiversion.

Inour review, we found that dthough the Department reportsthat it verifiesinformation on
TANF gpplicants for basic cash assstance through IEV'S, the Department does not use
IEVS to verify the accuracy of reported income for ether state or county diverson
recipients.

Staff explain that they have not run diversion recipients socia security numbers through
IEVS since the inception of the Colorado Works program because diverson clients
receive a one-time payment and the State might not be able to locate the client to recover
an overpayment by the time the IEV'S match identified a discrepancy. However, federd
regulations require that information on al TANF gpplicants, including those gpplying for
diverson, be screened through IEVS. In addition, we noted that many clients receive
more than one diverson payment throughout the year. Therefore, IEV'S could identify
discrepancies with applicant-provided information that could beinvestigated and resolved
prior to arecipient's returning for additiona assstance.

Under federa regulations, states can be pendized for failure to conduct IEV S matches by
up to 2 percent of thetotal TANF grant award. For Colorado, a2 percent penalty since
the inception of the TANF program in Federa Fiscal Y ears 1998 through 2001 would
result in a pendty of $11.6 million.

(CFDA No. 93.558; Temporary Assstance for Needy Families; Eligibility.)



Report of The Colorado State Auditor 239

Recommendation No. 80:

The Depatment of Human Services should verify identity and income informeation
submitted by applicants for Colorado Works diversion by:

a. Processng dl diverson gpplicants through the federd Income and Eligibility
Verificaion Sysem (IEVS) on atimdy basis.

b. Submitting al identified identity and income discrepancies to the counties for
investigation and follow-up to ensure discrepancies are resolved promptly.

c. Requiring counties to address and resolve discrepancies identified through IEVS
in a timey manner. In ingances where discrepancies exig, if counties use
dternative information to determine digibility, the Department should ensure that
counties obtain verification of thisinformation.

Department of Human Services Response:
Agree.

a. Agree. The Department shdl creste an automated process by which al
goplications for federal TANF benefits are processed through the IEVS
system. Implementation date October 2002.

b. The Department will continueto follow the Settlement Agreement of Darts, et
d. v. Berson Civil Action No. 91-S-1003 that required the Department to
implement minimum verification requirementsfor gpplicantsand verify earned
income, socid security numbers and pregnancy. Other verification may be
required if the information provided by the applicant is questionable. The
lavauit settlement dlows the State Department to verify only those items
directly rdating to digibility for public assstance. Implementation is ongoing.

C. The Department will issue guidance to counties regarding timely identification
and resolution of discrepanciesidentified through IEVS. The guidanceissued
will dsoinclude verification of any dternativeinformation utilized to determine
eigibility. Implementation date: September 2002.
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Case File Documentation and Verification

We dso found that counties need to improve case file documentation. 1n some casefiles,

documentation was not sufficient to determine if payments made to recipients were
appropriate, and in other instances, required documents were lacking. Both state and

federd regulations require states and counties to maintain adequate case records related

to services provided. Case records should assist caseworkers reach valid decisions,

ensure assstance is based on factud information, and provide for continuity when a
caseworker isabsent or when acaseistransferred. The Department requires countiesto,

at a minimum, obtain an application, an Individua Responsibility Contract (IRC), and

documentation of income earned in the last 30 days. Federd and state regulations both
require the maintenance of recordsregarding applications, determinationsof digibility, and

the provison of financid assstance.

We identified problems with the documentationfor clients' diversion payments at each of
the nine counties we reviewed. These problems were identified in atotd of 16 cases
(some files had more than one error and may appear in more than one category below).

C Seven casefilescould not located by county staff. These recipientsreceived
about $18,400 in diversion payments in Caendar Y ear 2001.

C Five case files contained no supporting documentation for payments
totaling about $4,200. Thus, the counties were unable to substantiate the
payments appropriateness and adherence to program regulations.

C Fivecasefilesinvolving payments of over $12,200 did not contain a state-
requiredindividual Responsbility Contract (IRC). Thiscontract specifiesthe
recipient’s need for assistance and the type of assstance being provided, the
county’ s expectations and terms for the recipient, and the reason the participant
does not need a basic cash assistance grant.

Program Over payments

In addition to the need to maintain adequate documentation, we found that state regulations
were not being followed that require verification of applicant-provided information not
confirmed through IEVS. Specificdly, sate rules require counties to verify additiona
information not verified through IEVS such as identity, resdency, family composition,
income not reported in IEV'S, and any other factors required that affect digibility, such as
specific need for atype of assistance under diverson. Department rules require counties
to obtain and verify a socia security number for each individud listed on the Colorado
Works gpplication, income earned by each family member within the past 30 days, and
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pregnancy if not observable. Verification is defined as confirming the correctness of
information by obtaining written evidence or other information that proves such fact or
Statement to be true.

Intotal, wefound that countiesdid not properly verify applicant-provided information in 54
(23 percent) of the 239 casesin our sample. In someingances, thisresulted in the counties
issuing improper payments.  The nonverified information included income, employmernt,
identity, and specific need for a type of assstance. We dso found that four of the nine
counties reviewed do not require gpplicants to provide socia security cards, identification
cards, or any other proof of identity. They only require an gpplicant to provide a socid
security number for each of the family members. Lack of requirements for adequate
documentation and verification increase the risk of fraud and irregularities occurring within
the Diversion Program.

We identified three specific overpayments that resulted from the lack of verification:

C Onecounty discovered it had over paid a recipient by $9,630. When staff
attempted to recover the overpayment, they found the recipient had
provided false information and was not eligible for any payment. Staff
discovered tha the recipient's children were not living in the household, the
employment information was fase, and the home address was not a residence but
abusness. If thisinformation had been vaidated prior to payment, this Stuation
could have been averted. While the county had made attempts to recover the
overpayment, as of the end of our audit the county had not been successful in
recovering any of the overpayment from the recipient.

C Another county inappropriately paid two recipients $9,240 in county
diversion, although ther ecipients incomesexceeded thecounty limit for the
program. Proper verification of the recipient-provided income information might
have prevented the overpayments.

Inone of these latter instances, the recipient was a TANF caseworker in one of the county
depatments. Thisindividud received diversion paymentstotaing $5,000, despite thefact
that the person’ s income exceeded the county’ s maximum level for county diverson. The
county had excluded routine overtime pay in the caculation of the individud’s income,
dthough information on both regular and overtime pay were documented in the file.
Overtime pay must be included in the caculation of income.

I ssuing benefits to county workersis an area of potentia conflicts of interest, and counties
should have palicies in place to ensure such gpplications are handled gppropriatdy. While
the county had a policy requiring management review of such decisons, the county did not
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perform adequate verification of supporting documentation to determine the payment was
appropriate.

Documentation and Verification Policies

Regulaions require verification of recipient-provided information and define verification as
obtaining written evidence proving the information is correct. This indicates that the
information should be maintained in recipient case files. Colorado Works rules also state
that acounty cannot dday paymentsto gpplicants while waiting for information from IEVS
“If other appropriate verifications are obtained to determinedigibility.” Thus, counties must
verify essentid gpplicant-provided information through IEV S or dternate sources prior to
authorizing payments.

Counties note that regulations do not provide detail about how much documentation must
be maintained in case files. Through its policies and procedures the Department should
ensurethat applicant-provided information isverified and that casefiles contain appropriate
documentation to ensure payments are made to eigible individuds, payment amounts are
appropriate, and payments are adequately supported. As part of the annua county plans,
the Department should require that countiesidentify policiesfor granting TANF benefitsto
county employees. Policies should ensure payments are made only to digible individuds
and address conflict-of-interest issues.

(CFDA No. 93.558; Temporary Assistance for Needy Families; Activities Allowed or
Undlowed, Eligibility.)

Recommendation No. 81:

The Department of Human Services should ensure information in Colorado Works
diverson case filesis adequate by:

a. Egablishing and communicating policies that outline the type of documentation
related to digibility to be maintained in county case files for diverson recipients.

b. Ensuring that counties implement existing Sate regulations requiring verification of
specific gpplicant-provided information, as well as other information affecting
digibility for diverson.

Department of Human Services Response:

Agree.
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a. The Department will continue to provide guidance to county departments of
socid services on the types of documentation necessary to beincluded in case
files for diversgon recipients through its various training/informeation-sharing
opportunities, such as its anua professond development conference, its
quarterly administrator meetingsand throughitsongoing county programreview
process. Implementation is ongoing.

b. County departments are required to meet dl requirements of Darts, et d. v.
Berson, Civil Action No. 91-S1003 and a a minimum verify earned income,
socid security numbers and pregnancy if not observable for dl gpplicants.
County departments may, under current Colorado Works rules (3.604.1 C),
require verification of any information that is questionable or inconsstent as
documented in the gpplicant’s case file. Through the county monitoring
activities, training and agency |etters the Department will monitor case files to
assure that case files include gppropriate documentation and verification
consstent with state Colorado Works rules. Implementation is ongoing.

Recommendation No. 82:

The Department of Human Services should require that counties have policies in their
county plans for granting any TANF benefits or services to county employees. Policies
should ensurethat digibility determination is performed in compliance with state and federd
requirements and with the county plan, and that potential conflict-of-interest issues are
addressed.

Department of Human Services Response:

Agree. The Department will require countiesto includeintheir county plan apolicy
for granting TANF benefits or services to county employees. In a county-
administered system, counties make decisions on the gppropriateness of and the
digibility for any payments under the TANF program. The Department will
encourage counties to establish fair and objective policies for the provison of
diversionpaymentsto gaff in their employ, including the review of such requestshy
animpartid party prior to such payment being made. Implementation date January
2003: and ongoing.
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L ow-Income Energy Assistance Program
Overview

The Low-Income Energy Assstance Program (LEAP), within the Department of Human
Services, isafedera program that was created in 1980 to provide low-income households
with assstance to help meet the cost of their winter home hesting needs. LEAP isadate-
supervised, county-administered program. That is, the Department is responsible for the
generad oversght of LEAP while county socid services offices are respongble for
adminigtering the Program by determining dligibility and cdculaing benefit anounts. The
Program contains two main components:

» BasicLEAP Bendfit - Thisisacash benefit that is paid to éther autility company
or fud supplier on behdf of digible households, or directly to digible households
whenheating costsareincluded inrent. Individualscan apply for cash benefitsfrom
November through April each year. Counties have 50 caendar days to process
standard, non-emergency applications. Emergency applications, where a shutoff
notice has been received or a shutoff has already occurred, must be processed
within 10 working days upon receipt.

* Crigis Intervention Program (CIP) - This is assgtance for households
experiencing anon-fud-related heeting emergency. Heating emergenciestypicaly
include situations where a furnace or a broken window needs to be repaired or
replaced. Eligible households qualify for up to $1,200 worth of repairs eech year.
Individuds can apply for CIP assistance year-round. Counties have four working
days to process applications for CIP services.

During Fisca Y ear 2002 the Office of the State Auditor conducted a performance audit of
the Low-Income Energy Assistance Program. The audit comments below were contained
in the Low-Income Energy Assistance Program, Department of Human Services
Performance Audit, Report No. 1419, dated June 2002.

Documentation in Case Files

Department rules require that counties obtain sufficient documentation to support digibility
determinations and benefit cdculations. For example, applicants must provide
documentation to verify their reported income for the month prior to gpplication and
vulnerability to rising heating costs (i.e., copy of their most recent heeting bill, or when heet
isincluded in rent, a copy of their most recent rent receipt).
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During our review of about 400 files from Program Y ears 2001 and 2002, we found that
many did not contain sufficient documentation to support eigibility determingtions, benefit
caculations, and adherence to timeliness sandards. Specifically, we found:

» 14 out of 61 files (23 percent) requiring arent receipt did not contain one.
o 38 out of 346 files (11 percent) requiring a heeting bill did not contain one.
* 44 out of 406 files (11 percent) did not contain income verification.

We aso looked at gpproximately 300 of the files to determine if the documentation
contained in the files was date stamped. Counties are required to date stamp all
documentation so that reviewers can determine if gpplications are processed within
appropriate time frames. We found that about 40 of the files (13 percent) contained
documentation that was not date stamped.

In addition, we found that most applicants did not provide socia security numbers or birth
dates for additional household members. The Department requests that the individud
aoplying for benefits include his or her socid security number and date of birth on the
goplication. Although the gpplication also requests socia security numbers and birth dates
for additional household members, this information is not required before an goplication is
processed. Requiring this information would help ensure that gpplicants accurately report
the total number of household members. Thisisimportant because digibility determinations
are dfected by income and household Size. That is, ashousehold Sizeincreases, so dothe
maximum income requirements. [naddition, thelarger the household, the higher the benefit
payments. Inappropriately increasng household size may improve an gpplicant’ s ahility to
be digible for LEAP and increase benefit awards.

The Department aso finds numerous errors during its own monitoring process. Inthenine
recent county monitoring reports we reviewed, the Department reported errorsin 69 of the
160 casesreviewed. These errors ranged from minor issues such as incorrect coding to
more serious issues such as incorrect income caculations and digibility determination
mistakes. Without proper documentation it isdifficult to determineif digibility and benefits
were caculated correctly. As aresult, some gpplicants may receive benefitsthat they are
not eigible to receive.

(CFDA No. 93.568; Low-Income Home Energy Assistance; Eligibility.)
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Recommendation No. 83:

The Department of Human Services should ensure that counties sufficiently document
informationused to determinedigibility, cal culate benefit amounts, and determineadherence
to timeliness standards for the Low-Income Energy Assistance Program by:

a.  Requiring applicantsto provide asocia security number and date of birth for every
household member.

b. Continuing to emphasize a trainings the supporting documentation that must be
included in every file and the importance of date-stamping the documentation.

Department of Human Services Response:

a. Disagree. Although the provision of socid security numbersisnot required by
federa statute or regulation, the Department currently requests, but does not
require, socia security numbersand birth datesfor identification purposes. The
vast mgority of gpplicants either provide them on their LEAP application or
countiesaccessthem through other benefit programsfor identity purposes. The
Socid Security Number is not used for verification, federd matching, or other
purposes. The requirement would cause delays in processng
gpplications—forms would haveto bereturned asincomplete. Because LEAP
isatime-sengtive program, these delays would be detrimentd to applicants.
Requiring date of birth would serve no value.

Auditor’s Addendum: Obtaining social security numbers for all
householdmembersservesat |east twoimportant purposes. First, social
security numbers provide a unique identifier for LEAP recipientsthat
wouldassist the Department in tracking recipientsacross other benefit
programs. In addition, requiring thisinformation would help ensure
that applicants accurately report the total number of household
members, and thus receive the appropriate benefit amount.

b. Agree. LEAP trainers currently sress the need to include supporting
documentetion in casefiles and on the Report of Contact screeninthe LEAP
automated system. They will continue to do so. LEAP conducts formd,
intengve training each fal, prior to the beginning of the new program year, for
al county workers. Implementation date: September 16, 2002.
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Timely Application Processing

We reviewed the timeliness of the county LEAP offices processng of standard,
emergency, and CIP gpplications and found that timdinesswas an issue, especidly for the
emergency and CIP applications. Therearemany reasonswhy itisimportant that counties
process dl applicationswithin the specified timerequirements. 1n CIP cases, for example,
there may be health or safety concerns because an gpplicant has a cracked furnace that
is leeking carbon monoxide. In emergency cases goplicants may have their heet shutoff
which can aso lead to hedlth and safety issues. We found that:

28 of 47 (60 percent) Crisis Intervention Program cases reviewed
exceeded the Department’sfour-working-day processing requirement by
1to 65 days. On average, it took counties about eight working days to process
thesecases. Department rules currently require ClI P casesto beprocessed within
four working days of the county’s receiving an application. In addition, the rules
require that counties provide some form of assstance within 48 hours of
gpplicationto homes experiencing ahesating crissor within 18 hoursif thestuation
islife-threstening. There are no requirements, however, for when CIP services
must be provided. From our review of CIP case files, we found that it was often
difficult to determine when services were actudly provided due to a lack of
documentation. Insufficient documentation also mede it difficult to determineif a
county took intermediate steps, such as supplying space heaters or blankets, to
assis gpplicantsuntil apermanent repair could bemade. The ultimate god of CIP
isto provide servicesto householdsin need. Therefore, it isimportant thet these
services be provided as soon aspossible. 1n addition to having arequirement that
counties process CI P applicationswithin four working days, it would be beneficid
to aso have arequirement for counties to ensure services are actually provided
within a certain time frame.

34 of 135 (25 percent) emergency cases reviewed exceeded the
Department’s 10-wor king-day processing requirement by 1to 70days. A
mgority of the cases that exceeded the 10-working-day requirement were from
the 2001 LEAP season when many counties experienced difficulties due to a
ggnificant increasein applications. 1n emergency cases, Department rulesrequire
counties to process gpplications within 10 working days and contact the utility
vendor as soon as they recelve an application to prevent service from being
discontinued. During our file review we were ableto eva uate the number of days
it took to processthe emergency applications. Thefiles, however, did not usudly
contain sufficent documentation to show when the utility vendor was contacted.
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38 of 274 (14 percent) standard cases reviewed exceeded the
Department’s 50-day processing requirement by 1to 66 days. A mgority
of the cases that exceeded the 50-day requirement were from the 2001 LEAP
season when many counties experienced difficulties dueto asgnificant increasein
goplications. For the other years, most caseswere processed within the 50 days.
Consequently, we question whether 50 days is too long and whether counties
should be required to process standard LEAP applications within a shorter time
frame. We surveyed other states programsto determine their time requirements
for processing standard LEAP applications in order to compare them with
Colorado’s requirements. We found that a mgjority of the Sates surveyed have
a 30-day time requirement for processng standard applications. In fact,
Colorado’s 50-day requirement is the longest of the states surveyed that have
edtablished time requirements.

(CFDA No. 93.568; Low-Income Home Energy Assistance; Other.)

Recommendation No. 84:

The Department of Human Services should improve the timeliness of the Low-Income
Energy Assistance Program application process by:

a

Implementing a time requirement for counties related to the amount of time
counties have to provide Criss Intervention Program services.

Continuing to emphasize to county personnd at trainings the importance of
documenting al actions taken on a case.

Evauating the 50-day time requirement for processing standard applications and
taking steps to reduce the number of days.

Department of Human Services Response:

a. Patidly agree. Department rule 3.756.20 requires LEAP to provide “some
form of assstance’ within 48 hours, and within 18 hours for life-threatening
gtuations, which the program is meeting. Such assstance is for stopgap
measuresto dleviate theimmediate crigs. Itisimpracticd to set atime limit
for the provison of a permanent remedy, e.g., anew furnace, as the program
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cannot control the time it takes contractors to obtain parts and equipment.
Implementation date: October 1, 2002.

Auditor’s Addendum: Asnoted in the discussion, we found that

it wasoften difficult to determinewhen serviceswereactually provided
due to alack of documentation. Thisincludes both stopgap measures
and permanent remedies. Although the Department and the counties
may not be able to control the exact date permanent services are
provided, it is still important that both make a concerted effort to
ensure services are provided as quickly as possible.

b. Agree. LEAPtrainers currently stress the need to collect or cite supporting
documentation. Such documentation may belocated inthe LEAP casefileor
cited on the Report of Contact (ROC) screen in the LEAP Management
Information System as being located in another program case file, such as
Food Stamps, TANF, or Adult Categories. Implementation date October 1,
2002.

c. Patidly agree. The auditors comparison to other states' time limits may be
inappropriate, as programs are often dissmilar from one state to another.
Nevertheless, the Department will evauate the 50-day celling to determine if
shortening it will jeopardize the program’s ability meet any new limit while
continuing to place apriority on addressng emergency cases. LEAP must first
process agpplicants facing service discontinuance or heating system
emergencies, while ensuring non-emergency agpplicants are processed and
receive benefits in atimely manner. Implementation date October 1, 2002.

Tracking Administrative and Outreach
Expenditures

Each year, the Department alocates a portion of LEAP funding for adminidrative
expenses. These funds are intended to cover the actua cost of operating LEAP.
Adminidrative expenses include items such as salaries, facility costs, and postage for
disseminating digibility notices Federd statutes limit the amount of funds a state may use
for planning and administering LEAP to 10 percent of the State' stotal federd alocation.
In Fiscd Year 2001 the Department could have used up to about $4 million for
adminidrative costs a both the state and county levels. The Department reports that in
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Fiscd Y ear 2001 the State and the counties spent atotal of $2.6 million, or 6 percent of
the federd dlocation, to administer LEAP.

The Department also sets aside funding for outreach activities. Outreach funds are
alocated from the basic LEAP benefit pool. Therearenofederd limitationson the amount
a state can spend on LEAP outreach, but limiting these expenses is important because
funding comes from the dollars alocated for benefits. In Fisca Year 2001 the State and
the counties spent dmost $624,000 on outreach. Outreach activities include sending out
goplications to prior LEAP recipients and individuds recelving public assstance,
digtributing postersand handouts, and placing advertisementsin newspapers. Thepurpose
of these activitiesis to inform potentidly digible individuas about LEAP and the benefits
that are available.

County adminigtrative and outreach dlocations are determined on the basis of casdoad.
That is, the previousyear’ s casel oad is used to determine what proportion of the funds set
asdethe next year for locd-level adminidrative and outreach cogtsthe next year acounty
will receive. For example, if acounty’ sFiscal Y ear 2000 casel oad represented 5 percent
of the total state caseload, that county would have recaeived 5 percent of the total funding
dlocated for county adminigtrative costs and 5 percent of the tota funding alocated for
county outreach costsin Fiscal Year 2001.

During our audit we reviewed the Department’s method for tracking administrative and
outreach expenditures and found there are inadequate controls in place to ensure the
Depatment is complying with the federa 10 percent limitation on adminidrative
expenditures. For example, dthough the Department reported that its adminigrative
expendituresfor Fiscal Y ear 2001 represented only 6 percent of itsfederd alocation, the
problems with timekeeping and accounting practices discussed below madeit impossible
for us to determine if this figure was accurate. Further, dthough expenditures may be
reviewed by the Department’ sinternd audit unit and through other state-level monitoring
processes, none of these monitoring approaches are frequent or thorough enough to
providethenecessary assurancethat countiesaregppropriately charging adminigtrativeand
outreach expenses. County LEAP offices are required to document and report all
adminidraive and outreach expenditures in the Depatment's County Financia
Management System. This system tracks county expenditures for dl human services
programs and alows counties to specifically code LEAP expenditures as ether an
adminidraive or outreach expense. We found several problems with how counties
currently track LEAP expenditures. Specificaly:

» Some counties do not use any of their LEAP administrative or outreach
allocations. In Federd Fiscd Year 2001 we found that seven counties did not



Report of The Colorado State Auditor 251

charge anything to the LEAP adminigtrative cost code, even though they had
LEAP casdloads ranging from 24 to 204 cases. Although county staff obvioudy
gpent time processing these cases, none of this time was charged to LEAP,
resulting inan understatement of administrativecods. Inaddition, in Federd Fisca
Year 2001 there were 16 counties that did not charge any expenditures to the
LEAP outreach code. Counties are alocated outreach funds and are required to
conduct outreach in their communities. These counties either did not conduct any
outreach during thistime period or did not appropriately charge LEAP for their
expenditures.

» Some countiesdonot useoneof theDepartment’ sapproved timereporting
methods to document the time staff spend managing and processing their
LEAP caseloads. During our review we found that three of the ten counties we
vidted did not use one of the Department’ s gpproved time reporting methods to
account for the taff time spent on LEAP. Department policy requires countiesto
document the amount of time staff spend on a particular program by using direct
time reporting, 100 percent time reporting, or random moment sampling (RMS).
Direct time reporting is used when saff spend dl of their time on LEAP.
Gengdly, direct time reporting is used by larger counties that have LEAP-only
gaff. Wedid not find any problemsinthisarea. In many smdl- and medium-szed
counties, however, staff may work on severd programs at once because LEAP
casdloads are not sufficient to warrant afull-time employee. When gaff split their
time between multiple programs, they must use 100 percent time reporting or
RMS to determine how much time should be charged to a particular program.
With 100 percent time reporting, staff must track the time they spent on a
program, using 15-minute increments. This information is then used to dlocate
personal services coststo the appropriate program. With RMS, staff are selected
at random and asked on what program they are working. Softwareis then used
to project the average time spent on each program for each staff member and to
alocate expenses. Four of the smdler countieswe visited have staff who work on
multiple programs at onetime. Three of these counties, however, do not use 100
percent timereporting or RMS. These three counties aso have not been charging
LEAP for any of the time that staff spend on this program. We were unable to
determine how the counties accounted for their time or if the time was
inappropriately charged to other programs. If gaff timeis being spent on LEAP
and the costs associated with this time are not properly alocated to LEAP,
adminigtrative costs will be understated.

* Theamount that countiesspent of their LEAP administrativeand outreach
allocations varied sgnificantly. In Federa Fisca Year 2001, 46 counties
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underspent their $1.9 million administrative alocations by dmost $610,000 (33
percent), and 27 counties underspent their $269,000 outreach alocations by
dmogt $132,000 (49 percent). Conversely, 15 counties over-spent their
$227,000 administrative alocations by atota of about $88,000 (39 percent), and
11 counties overspent their $60,000 outreach alocations by a tota of about
$57,000 (95 percent).

During our review we found that it is difficult to determine the reasons for the
expenditure variances. According to the Department, most over- and under-
expenditures are due to coding errors by the counties. That is, counties code
expenses as adminidrative when they should be coded as outreach or vice versa,
even though the Department provides training to county staff on the appropriate
coding of LEAP expenditures. In addition, athough the Department requests an
explanation when it identifies overexpenditures, it does not require that counties
provide documentation to explain why the error occurred. We aso found that
athough the Department has provided counties with alist of approved outreach
expenditures, it has not provided them with a list of gpproved adminigrative
expenditures. These ligs would assst counties in determining how expenses
should be coded and could reduce the number of coding errors that occur.
Further, if the overexpenditures are not the result of coding errors, then the
Department’s policy isto recover the excess by deducting that amount from the
county’s appropriation the following year. The Depatment, however, has
enforced this policy only once in the past three years.

Although we recognize that some of the underexpenditures may be due to county
effidency, others may be due to problems with the Department’s dlocation
methodology. As mentioned previoudy, the Department alocates adminidrative
and outreach funds on the basis of casdoad. Because such a large number of
counties are not spending the amount alocated, caseload may not be the most
appropriate bass for determining county alocations.

(CFDA No. 93.568; Low-Income Home Energy Assistance; Allowable CostsCost
Principles, Reporting.)

Recommendation No. 85:

The Department of Human Services should improvethe accuracy of county administretive
and outreach expenditure reporting for the Low-Income Energy Assistance Program by:
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a. Ensuring counties use one of the gpproved methods for reporting the time staff
gpend managing and processing LEAP cases.

b. Developing and disseminating specific guidelines on the appropriate uses of
adminigrative funds.

c. Continuing to emphasize to county program and fiscal staff the importance of
gopropriately coding LEAP adminigtrative and outreach expenditures.

d. Requiring countiesto fully document reasonsfor overexpending adminigtrativeand
outreach dlocations and/or recovering county adminigtrative and outreach
overexpenditures each year.

e. Reassessng its methodology for alocating funds.

Department of Human Services Response:

a. Agree. The Department issued an Agency Letter in 2002 ingtructing county
human services departments to use one of the approved methods for
personne time tracking. Implementation date: November 1, 2002.

b. Agree. TheDepartment will develop these guidelinesand train county staff on
their gpplication at LEAP training. The Department will also issue these
guiddinesto each county human services department through the agency |l etter
process. Implementation date: November 1, 2002.

c. Agree. The Department will continue providing this ingruction as part of its

ongoing training of county busness office daff. Implementation date
November 1, 2002.

d. Agree. The Department currently requires counties to document the reasons
for adminigtrative and outreach over-expenditures, and will continueto do so.
Department staff also notifies counties why over-expenditures are being
recovered. Implementation date: November 1, 2002.

e. Agree. The Department recently convened a state/county task force, which
recommended that the outreach alocation methodology be modified. Aspart
of this, the Depatment will implement an Outreach Incentive Program
beginning thiswinter. Implementation date: November 1, 2002.
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Program Oversight

As mentioned previoudy, the Department is reponsible for monitoring LEAP to ensure
that the program is administered in accordance with sate and federa requirements. This
includes monitoring county LEAP offices to ensure cases are processed properly and
monitoring utility vendorsto ensure L EAP benefitsare gpplied to the appropriate accounts.
During our review we identified severa issues related to the Department’s current
monitoring process. Specificdly, we found:

* Many counties have not been reviewed for a significant period of time.
Spedificaly, 8 counties have not been monitored since 1989 and 34 counties have
not been monitored since 1996. In addition, we found that the Department’s
current process does not dlow for timely follow-up with countieswhen errors are
found. In nine recent county monitoring reports that we reviewed, the
Department reported errorsin 69 of 160 cases. Errorsincluded incorrect income
cdculations, ingppropricte digibility determinations, untimdy application
processing, and inadequate supporting documentation.  According to the
Depatment, counties are required to prepare a corrective action plan that
addresses the errors. During our review, however, we found that many counties
did not submit acorrective action plan until months after the monitoring vigt. Even
when counties did submit a corrective action plan, the Department did not follow
up with the countiesin atimey manner to ensurethe gppropriate corrective actions
were taken.

» Paymentsto utility vendors arenot monitored to ensurethey are applied
totheappropriatecustomer accounts. The agreements between the State and
utility vendors contain a provison that alows the Department to monitor client
benefit payments. The Department has not monitored these paymentsin the past
but has instead relied on clients to notify the Department if the correct benefit
amount is not credited to their account. Monitoring would help ensure that
individuas receive credit for the full LEAP benefit amount for which they are
digble

Department rulesrequire sate L EAP gaff to develop amonitoring plan that should include
provisons for programmetic and loca reviewsand methodsfor ensuring correctiveactions
aretaken in atimey manner. We found that the Department has not developed aforma
monitoring plan or schedule for reviewing county LEAP offices. According to the
Depatment, because it has a limited number of gaff and limited time to devote to
monitoring, it has focused its efforts on larger counties because these counties process a
mgority of the State€'s LEAP cases and because these counties often have high staff
turnover. Staff have also dated that they visit counties that have asked for technica
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assi stlance or seemto beexperiencing difficulties. Thisagpproach resultsin many smal- and
medium-Szed counties not receiving the proper oversight by the Department.

In addition, at each county visited, the Department interviews county staff and reviews 20
casefilesto determineif digibility and benefit amountswere cal culated correctly and to see
if the files contain sufficient supporting documentation. We believe that the Department
may need to set guiddines to expand the number of filesit reviews at counties when a
ggnificant number of errors are identified. For example, the Department may decide that
if 20 percent or more of the files reviewed contain errors, a larger sample should be
selected so that the root cause of the errors can be determined. We found that for eight
of the nine county monitoring reports we reviewed, the Department found errors in 20
percent or moreof the casescontained initssample. Further, the Department found errors
in 50 percent or more of the cases reviewed at five of the nine counties. These results
indicate that more oversight is needed to ensure digibility and benefits are cdculated
correctly.

In addition to the monitoring conducted by state LEAP saff, the Field Audits Section
withinthe Department conductscounty financia complianceauditsfor county-administered
socid servicesprograms. Although theseauditsare not necessarily program specific, Field
Audits saff have Sated that they will monitor areas of concern identified by program gaff.
Currently, however, LEAP gaff do not regularly inform the Field Audits Section of the
counties they have monitored or of problem areas identified during their review. Without
this information, Field Audits staff will not know to focus on LEAP while performing their
financid compliance reviews at specific counties where problems have been found. State
L EAP gaff could maximizetheir monitoring coverage by maintaining better communication
with the Fied Audits Section.

(CFDA No. 93.568; Low-Income Home Energy Assstance; Subrecipient Monitoring.)

Recommendation No. 86:

The Department of Human Services should improve its oversight of the Low-Income
Energy Assstance Program by:

a. Devdoping aplan for monitoring county LEAP officeswhich establishesareview
cyde that ensures every county gets audited on aregular basis and that tailorsfile
reviews to consider factors such as casdoad size, previous problems noted, and
any other revant factors.

b. Enforcing the requirement that counties prepare acorrective action planin atimely
manner to address any problems discovered by Department staff during their
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review and following up on these plansin atimely manner to ensure problemshave
been remedied.

Periodicdly monitoring a sample of benefit payments made directly to utility
vendors to ensure funds are credited to the gppropriate LEAP client accounts.

. Maintaning better communication with the Feld Audits Section regarding the

counties that have been monitored and any areas of concern identified.

Department of Human Services Response:

a. Agree. Although thereare no federd statutory or regulatory requirementsfor
monitoring, the Department currently maintains a schedule, which places a
priority on monitoring counties with the largest casdloads. LEAP daff dso
place a priority on monitoring counties with discernable issues and those that
request state assstance. LEAP will continue in this manner, prepare a five-
year monitoring plan, and do everything it can to review dl counties
periodicaly. Staff will continue to tailor reviews according to the above noted
factors. Implementation date: August 1, 2002.

b. Agree. The Depatment currently enforces this requirement, will continue to
do so, and will follow up to ensure compliance. Implementetion date: August
1, 2002.

c. Disagree. LEAPpresently makespaymentselectronically to utility companies,
which then eectronicaly credit them to customer accounts. There is little
roomfor misapplication of these payments. In addition, clientsreceivenotices
advising them of their benefit amounts, when the payment will be made, and
to whom. The Department, through its Field Audits Division, investigates, as
requested by clients or counties, the rare complaints againg utility vendors.
This has worked very effectively.

Auditor’ sAddendum: Periodicallyverifyingthat LEAP payments

are credited to the appropriate account is a basic control that should
be in place to ensure public dollars are being used appropriately.

d. Agree. LEAP has maintained excdlent communication and astrong working
relationship with Field Audits over the years and will continue to share
information with them including results of monitoring reviews and areas of
concern. Implementation date: August 1, 2002.
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CrisisIntervention Program Funds

As mentioned previoudy, the purpose of the Criss Intervention Program (CIP) is to
provideass stanceto low-incomeindividua swho areexperiencing ahome heating- related
crigs. According to Department rules, ahome hegting-rel ated crisisincludesthefollowing:

* Hedting sysem falure.

*  Window breakage.

»  Emergency show removad.

* Emergency clothing, blankets, sheter, and/or dternative fud provison.

* Energy codsto operate alife support system.

* Any other crises rdated to home heating codts, other than the payment of
utility/fud bills.

LEAP households are ligible to receive up to $1,200 in CIP services each year. When
a county LEAP office recaives a CIP application, the county technician will process the
gpplication and then contact either a private vendor or the Energy Saving Partners (ESP)
wegtherization agency in the area about the emergency. The vendor or weetherization
agency will then go out to the home and determine what repairs are needed and the
estimated cost of therepairs. Because of the emergency nature of the Stuation, the vendor
or weetherization agency will usudly cal the county LEAP technician to receive verbd
approva for the repair. Once the services are provided, the private vendor or
westherization agency billsthe county LEAP officefor materidsand labor. InFisca Year
2001 about 1,900 LEAP households received CIP services.

During the audit we interviewed county staff and reviewed case files to determine what
steps are taken to ensure appropriate CIP services are provided. We found that staff at
only two of the ten countieswe visited follow up with CIP clientsto ensure that the private
vendor or wegatherization agency provided the appropriate services. Instead, staff report
that they rely on CIP dients to cdl and complain if their heating problem is not fixed.
Currently neither the Department nor the counties are required to conduct any type of
follow-yp on CIP cases to ensure repairs were completed and funds were used
appropriately. A follow-up phone cal by county staff to the CIP recipient would provide
some assurance that the work was actually completed. 1n addition, we observed during
our file review that most vendors and weetherization agencies provide a very limited
description of the services provided and materias used for the repair on the invoices
submitted to the county LEAP offices. A moredetailed invoicewould provide county staff
awritten record of the work completed and the materias used and make the vendor or
westherization agency more accountable for the repairs.

In addition to the actions described above, requiring clients to sign aform indicating that
work has been completed for CIP cases is another step the Department could take to
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ensurethat CIPfundsare used appropriately. Wefound that the Governor’ sESP Program
already hasaamilar requirement in placefor homesreceiving weetherization services. The
Department could require that clients sign the detail ed invoi ce described aboveto indicate
that the gppropriate serviceswere provided. Inaddition, contingent onfunding availability,

the Department could contract with independent private vendors around the State to
ingpect asample of homeswhere CIP repairswere madeto verify that thework described
intheinvoice was actualy completed. Although none of these steps done will ensure that
CIP funds are used appropriatdy, dl of them used in conjunction will provide more
assurance than is currently obtained.

(CFDA No. 93.568; L ow-Income Home Energy Assstance; Subrecipient Monitoring.)

Recommendation No. 87:

The Department of Human Services should improveitsoversght of the CrisisIntervention
Program by:

a.  Reguedting that county LEAP officesrandomly follow up with individua sreceiving
CIP services to ensure that the appropriate services were provided.

b. Requiring private vendors and wesatherization agencies to submit detailed invoices
to county LEAP offices that clearly describe the CIP services provided and
materids used and that contain aclient signatureindicating the appropriate services
were provided.

c. Periodicdly contracting with independent private vendors to inspect a sample of
the homes where CIP repairs were made to verify that the work described in the
invoice was actudly completed.

Department of Human Services Response:

a. Disagree.  LEAP will require contractors to obtain recipient sgnatures
afirming that the CIP work was completed and to submit detailed invoices
(see “b” below). This should be adequate to ensure the services were
provided. Also, werdy on customer complaintsto dert usif thework isnot
satisfactory. Whilecdlientsrardly complain about the servicesprovided, LEAP
daff address their issues when they do. Of approximately 1,900 CIP
recipientsin 2001-02, LEAP received very few complants.

b. Agree. Ruleshavebeen drafted and will be presented to the Colorado Board
of Human Servicesin August 2002, which, if passed, will require countiesto
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obtain detailed invoices and client sgnaturesfor al CIP jobs. Implementation
date: October 1, 2002.

c. Disagree. As noted above previoudy, the Department receives very few
complaints about the qudity of CIPwork. New requirements that recipients
ggn statements affirming the work was satisfactorily completed, and that
contractors submit detailed invoices, should be sufficient verification for the
vast mgjority of CIPjobs. The Department will refer any subsequent client
complaintsto Feld Auditsif counties or program staff cannot resolve them.
Hiring private vendors for ingpectionsis not necessary.

Auditor’ s Addendum: Approximately $1 million isspent each year

to provide CIP services. It is the Department’s responsibility to
establish the controls necessary to ensure these funds are spent
appropriately. Randomly following up with CIP recipients to verify
that the appropriate services were provided would not be a very time
consuming process, yet it would provide additional assurance that
public funds are being used for their intended purpose. In addition,
many of the CIP repairs are complicated and technical in nature.
Having an expert inspect some CIP repairs would provide an
additional control over the expenditure of these funds.

Divisgon of Child Welfare Services

The Divison of Child Wdfare Services directs the development of the child welfare care
systemby providing resource and policy devel opment, technica assistance, monitoringand
oversght. All direct services are administered by county departments of social services.
Four programmatic areas define the target populations served in child wdfare: Youth in
Conflict, Child Protection, Children in Need of Specidized Services, and Resource
Development.

Subsidized Adoption Program Overview

In Colorado children can be adopted through private organizations or through county
departments of human services/socia services. Children availlable for adoption through
county departmentstypically enter the State's child welfare system as aresult of abuseand
neglect and cannot bereturned to their parents. Finding adoptive homesfor these children,
many of whom have serious physicad, menta, and emotiond disabilities, can bedifficult, in
part, because of the financiad burdens imposed by their special needs. Colorado's
Subsidized Adoption Program (the Program) plays a key role in placing these specia
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needs children into permanent adoptive homes. The Program helps reduce financid
barriers to adoption by providing assistance such as regular monthly adoption subsidies
pad to the families and Medicaid coverage for the child. Additiondly, the State and
counties may pay for certain types of services not covered by Medicad or the monthly
subsidies, such astherapiesand respitecare. InFisca Y ear 2000 adoption subsidieswere
provided to families in 97 percent of the cases where adoptions were findized. The
Program benefits not only the pecia needs children who are placed in permanent homes,
but dso the State by reducing the high costs of foster care for these children.

Colorado's Subsidized Adoption Program is overseen by the Department of Human
Services Divison of Child Wefare Services (the Divison) and administered at the loca
level by county departments of human/socid services. Colorado’s Subsidized Adoption
Program congists of both a state/county program and a federa Title IV-E adoption
assi stance program. For monthly adoption subsidies under thefederd Title 1 V-E adoption
assistance program, the State contributes 30 percent of the funding, the counties 20
percent, and thefedera government a50 percent match. For subsidiesthat arenot digible
for TitlelV-E reimbursement, the State contributes 80 percent and the counties 20 percent
of the funding.

During Fiscal Y ear 2002 the Office of the State Auditor conducted a performance audit
of the Subsidized Adoption Program. The audit comments below were contained in the
Subsidized Adoption Program, Division of Child Welfare Services, Performance
Audit, Report No. 1386, dated March 2002.

Subsidy Payments Discontinuance

According to federa datutes and Department rules and regulations, adoption subsidies
must end when achild reaches 18 years of age. The exception to thisrequirement isif the
child's specid need includes a physica or mentd disability thet specificdly warrants the
continuation of the assstance, in which case the subsidy can continue until age 21. For
example, from the subsidy files we reviewed, we found that a child with cerebra palsy or
Down's Syndrome would qualify for continuation of subsidy payments past age 18. If a
child does not meet the exception criteria, the subsidies are to be discontinued the month
following the child’s 18" birthday .

We found that 17 of the 20 counties in our sample have a policy to continue adoption
subsidies past the child's 18™ birthday if the child istill in high school regardlessof whether
the child hasphysicd or mentd disabilitiesthat warrant the continuation. Typicdly, counties
extend payments until a child graduates because the child is till under the care of the
parents and some of these children are educationdly delayed and do not graduate at or
near their 18" birthday. Division managers indicated that despite the current regulations,
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they have authorized counties to continue adoption subsidies until children graduate from
high school using only state and county funds.

Payments of Unauthorized Subsidies

Fromour review of subsdy fileswefound that counties continuing adoption subsdies after
children turned age 18 used federd Title IV-E fundsto pay the subsidies. In our sample
of 79 cases where the adoption subsidies ended in Cdendar Y ears 1999 and 2000, we
identified 24 cases (30 percent) where adoption subsidies were paid past the child's 18"
birthday for reasons other than the child's having a menta or physcad disability.
Furthermore, for al of the Title IV-E cases discontinued between 1995 and 2000, we
identified 219 cases (22 percent) that remained open past the child's 18"  birthday.
Accounting for cases that would be dligible for payments past age 18 due to menta or
physca disabilities, we estimate that ineligible payments past achild's 18th birthday during
this six-year period cost $466,000. About $233,000 of thisamount is from federa Title
IV-E funds.

According to thefederd liaison for Colorado's Subsidized Adoption Program, if the State
continues to pay subsidiesusing IV-E funds after achild's 18" birthday and the child does
not have a physicd or mentd disability, the State is ligble to the federa government for
these federa funds. Therefore, the Divison may be required to reimburse the federa
government for the federa portion of the unallowed payments made over the past Six
years. The Divison should determine the amount of unalowed payments that were made
to families and work with the federd government to determine the method and amount of
repayment. Additiondly, the Divison should direct counties to comply with current
requirementsto stop al subsidy payments after the child's 18" birthday unlessthe child has
aphysca or mentd disability that warrants extension.

(CFDA No. 93.659; Adoption Assistance; Activities Allowed or Undlowed, Allowable
Costs/Cost Principles, Eligibility.)

Recommendation No. 88:

The Divison of Child Welfare Services should ensure the State is in compliance with
federd and state requirements regarding subsidy payments after children reach the age of

18 hy:

a.  Devdoping and communicating written policiesthat arein compliance with federd
and State requirements.

b. Monitoring adoption subsidy payments on aregular basis.
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c. Working with the federal government to determine the method and amount of
repayment for disallowed costs.

Division of Child Welfar e Services Response:

Agree. The Department will monitor subsidy payments as part of its annua
monitoring plan. Implementation date: September 1, 2002.

As part of the Divison’'s meetings with the federa government, the Department
will addresswritten policy and disalowed costs and communicate thisinformation
to county departments.

Guidance on Paying Subsidies

On occasion an adopted child may be placed out of the adoptive home for a period of
time, either to receivetrestment rel ated to behaviora or mental healthissuesor to address
aleged abuse or neglect. We found that counties use anumber of approachesfor handling
adoption subsidieswhen children are placed out of the adoptive home. Thisisbecausethe
Divison has not provided clear direction to counties on managing subsidies when this
gtuationoccurs. Typicaly, counties continue the adoption subsidy during the period of the
out-of-home placement. However, some counties suspend the paymentsif the placement
is due to abuse or neglect. When counties continue the subsidy during an out-of-home
placement, they may assess a fee to the adoptive family to help cover the out-of-home
placement cost. We found the following procedureswerein usein the saven countieswe
vigted:

»  One county ways assesses fees for out-of-home placements when the adoption
subsidies are continued.

* Two counties sometimes assess fees for out-of-home placements. In these
counties the fee assessment practices varied from case to case.

»  One county never fees for out-of-home placements when subsidies are
continued.

*  Onecounty, at the timeof our Stevist, did not have apolicy for assessng feesfor
out-of-home placements for subsdy cases. This county is in the process of
developingapolicy becauseit recently experienced itsfirst out-of-home placement
for asubsdy case.
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*  Two countiesdiscontinued| subsidy paymentswhen children are placed out of the
home. Asaresult, these counties do not need to assess fees.

Reimbursement for Children Placed Outside of the Adoptive
Home

During our audit, we identified 18 casesin our sample of 168 cases (11 percent) where
children were placed out of the adoptive home. Nine cases involved the child's being
placed out of the home due to behaviora issues and nine cases involved abuse or neglect
gtuations. We found that counties handled subsidies for these cases as follows:

»  Payments were continued in 13 cases (72 percent). In seven of these cases, fees
were assessed for the out-of-home placements. Intheremaining Six cases, no fees
were assessed.

»  Payments were suspended in four cases (22 percent).

*  Paymentswereinitidly suspended in one case (6 percent) but werelater reinstated
because of requirements stated in the Department rules and regulations. No fees
were assessed in this case.

We estimate counties spent morethan $21,000 in monthly adoption subsidiesfor the seven
cases where adoption subsidies were continued and feesfor the out-of-home placements
were not assessed to the adoptive families. When counties continue adoption subsidiesfor
children in out-of-home placement without charging a fee for the placement, the
government is essentidly making double-paymentsfor the care of the child during the out-
of-home placement period. Thisis because children who are temporarily removed from
their adoptive homes are typicaly placed in Resdentia Treatment Centers, Residentia
Child Care Facilities, or in foster homes, al of which are funded by federd, state, and
county SOUrces.

Department rules and regulations authorize counties to assess fees to families whose
children are placed out of the home. These fees cannot exceed the monthly adoption
subsidy paymentsto the family. The regulations do not stipulate a procedure for ng
fees. Inaddition, the Divison does not examinefinancia recordswhen conducting reviews
of county subsidized adoption programs. As a result, the Division has not identified the
inconsstencies in the ways counties handle subsidies when adoptive children are placed
out of the home.
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Alignment of State Regulationswith Federal
Requirements

Federd gtatutes and policies do not specificaly address how adoption subsidies for Title
IV-E cases should be handled when a child is temporarily placed outside of the adoptive
home. However, they do describe the following circumstances in which asubsidy can be
terminated:

* Thechild atainsthe age of 18, or 21 in cases where the State determinesthat the
child hasamenta or physica handicap which warrants continuation of assistance.

* The State determines that the parents are no longer legaly responsible for the
support of the child.

» The State determines that the child is no longer receiving any support from the
parents.

Further, Title IV-E adoption subsidies can be reduced or stopped if the adoptive parents
agree to the change.

The Department has attempted to provide guidance to countiesin thisarea. Specificdly,
aguidance letter issued by the Department in 1997 satesthat if achildwhois Title IV-E
digible isplaced out of the home for any reason, the adoption subsidy must be continued.
Smilaly, in awritten responseto acounty inquiry in January 2001, the Department stated
that subsidies cannot be suspended for Title IV-E cases when children are placed out of
the home. However, these directives do not appear to be consistent with the Department
rules and regulations, which Sate:

»  Thecounty department shal terminateadoption assi stance paymentsfor subsdized
adoptionwhen the child is removed from the adoptive home because of abuse or

neglect.

*  When achild isreceiving agate/county only subsidy and is absent from the home
for over 30 caendar days, the adoption assistance payments and case services
subsidy will be discontinued.

» Childrenwith aTitle IV-E adoption ass stance subsidy who are out of the home
for over 30 cdendar dayswill continueto receive an adoption assistance payment,
unless the child is removed from the home because of abuse or neglect.
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Divisongaff told usthat they sent the revised rulesand regulations cited aboveto the U.S.
Department of Health and Human Service but have not recelved aresponse regarding the
congstency of the requirements with federa law.

Our review of county procedures found that counties are unclear on how to handle
adoption subsidiesin out-of-home placement Stuations. Asaresult, it isimportant for the
Divison to establish and communicate to counties a clear policy on managing adoption
subsdieswhen children are placed out of their adoptivehomes. Thispolicy should explain
when counties should suspend adoption subsidies for children placed out of their homes
and describe the procedures counties should use to assess fees for out-of-home
placements. The Divison should ensure that this policy is consgent with federad
requirements by meeting with federd representatives on thisissue and obtaining awritten
statement regarding the policy. Additiondly, Division aff should ensurethat countiesare
complying with this policy by reviewing cases involving out-of-home placements as part
of their annua monitoring reviews.

(CFDA No. 93.659; Adoption Assistance; Eligibility.)

Recommendation No. 89:

The Divigon of Child Wdfare Services should improve how counties handle adoption
subsidies when children are temporarily placed out of their adoptive homes by:

a. Devdoping a written policy that clearly describes procedures for subsidy
payments when children are placed out of their adoptive homes and that is
consstent with both state and federa statutes and policies.

b. Providing training and technica assstanceto countiesregarding the written policy.

c. Ensuringthat countiescomply with the policy by reviewing financia recordsas part
of its monitoring reviews.

Division of Child Welfar e Services Response:

Agree. The Department will develop awritten policy to addresstheuse of subsidy
paymentsand will provide thisinformation during the month Adoption Supervisors
mestings and a regiond training sessons. The monitoring reviews will be
expanded to include reviewing of financid records. Implementation date: August
1, 2003.
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Department of Labor and
Employment

| ntroduction

The Department of Labor and Employment is responsible for providing services to
employersandjob seekers, and enforcing laws concerning labor sandards, unemployment
insurance, workers compensation, public safety, and consumer protection. Please refer
to page 45 in the Financid Statement Findings section for additiond background
information.

Cash Management | mprovement Act

The Cash Management Improvement Act of 1990 requires the timdy transfer of funds
between afederd agency and astate, and the exchange of interest wheretransfers are not
made in atimely fashion. The law requires each state to enter into anagreement with the
U.S. Secretary of the Treasury, which establishesthe proceduresthe Statewill useto carry
out trandfers of funds. According to the U.S. Treasury-State Agreement, State Treasury
is responsible for determining the clearance patterns for warrants and eectronic funds
payments. On the basis of this information, the State Treasurer determines the draw
pattern, or how soon federa reimbursements should be requested after the expenditures
occur. The draw patterns agencies are required to use for each federad program are
included in the Treasury-State Agreement. The Treasury-State Agreement indicates that
if the draw patterns and funding techniques listed in the Agreement are followed by each
respective agency, no federd or Sate interest ligbility will occur. If draw patterns change
during the year, the U.S. Treasury must be notified.

Our audit identified three areas of concern with how the Department of Labor and
Employment ismeetingitsrespongibilitiesunder thefederd cash management requirements:

1. The Unemployment Insurance Benefits (CFDA No. 17.225) drawdowns are not
in agreement with the draw pattern established in the U.S. Tressury-State
Agreement. The draw pattern in the Agreement isfour days. However, the actud
draw pattern used by the Department is one day. Therefore, the Department is
drawing federa funds sooner based on the terms of the Agreement.
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2. Thefunding techniques used for the Unemployment Insurance Administration and
the Unemployment Insurance Benefits (CFDA No. 17.225, Fiscal Year 2002
expenditures = $37,378,649) are not in agreement with the funding techniques
stated inthe U.S. Treasury-State Agreement. Thefunding techniquesalowed are
ether "average” which dlows the Department to request reimbursement for
expenditures on a daly bads, dways a certan number of days after the
expenditure, or "composite,” which alows accumulation of disbursements for an
entire week before requesting disbursements. The funding techniques used differ
with the Agreement asfollows:

* The Unemployment Insurance Adminidration is lised as average.  The
Department uses the composite funding technique.

* The Unemployment Insurance Benefits funding technique is liged as
composite. The Department uses the average funding technique.

3. Thefunds request and receipts time for Labor-Non-Unemployment Trust Fund
(adminigtration expenses) are not in agreement with the request and receiptstime
stated in the U.S. Treasury-State Agreement. The funds request and receipts
times for these programs are dtated as "same day" in the Agreement, but
Department of Labor and Employment is actudly using "next day." In other
words, the Department requests federd funds one day later than the Agreement
requires.

If the Department does not use the draw patterns and funding techniques prescribed in the
Agreement, there is the risk that the State will lose interest on generd funds or incur an
interest liability when draws are made too early.

(CFDA Nos. 17.225; Unemployment Insurance; Cash Management)

Recommendation No. 90:

The Department of Labor and Employment should work with the State Treasurer to ensure
that its draw methods and funding techniques achieve interest neutrdity with the federa
government.
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Department of Labor and Employment Response:

Implemented. The Department of Labor and Employment fed sthat it has attained
interest neutraity with the federa government through its draw methods and
funding techniques and that the Department has attempted to communicate this
information to the State Treasury on severa occasions. The U.S. Treasury-State
Agreement does not properly reflect the draw patterns and funding methods used
by the Department, even though that information has been communicated to the
Treasury. Following are the Department's comments to the three aress of
concern;

1. The Cash Management Improvement Act of 1990 alows the State to draw
down Unemployment Insurance Benefits when the warrants are issued. The
Department has dected not to do thet, but to draw down the funds on the
same day the funds leave the Ul Benefit account. The draw paitern of four
days in the US Treasury-State Agreement does not reflect what the
Department is doing, nor does it reflect interest neutrdity.

2. The Unemployment Insurance Adminigration funding technique is listed as
"average' in the U.S. Treasury-State Agreement when, in fact, it is
"composite.” The Unemployment Insurance Benefits funding technique is
liged as "composite’ when it is "average” Both funding techniques were
communicated to the State Treasury accurately, but were somehow
trangposed when the agreement was written.

3. Fordl other federd adminigrativedollars, the"composite’ methodisused and
funds are requested on the third day after warrant issue for receipt on the
fourthday per thewarrant clearance pattern established by the State Treasury.
The U.S. Treasury-State Agreement states we are drawing down funds for
same-day receipt when, in fact, the funds are received the day after they are
requested. Again, thisfact has been communicated to the Treasury, but isnot
gtated correctly in the agreement.
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Department of Public Health and
Environment

| ntr oduction

The Department of Public Hedth and Environment is responsible for improving and
protecting the hedlth of the people of Colorado, maintaining and protecting the quaity of
Colorado’ s environment, and ensuring the availability of health and medical care services
to individuds and families The Depatment is composed of the following mgor
organizationd units

Adminigrative Divisons

N N N AN

Adminigtration and Support

Center for Hedlth and Environmenta Information
Laboratory and Radiation Services

Loca Hedth Services

Environmentd Divisons

N N NN

Air Qudity Control

Water Quality Control

Hazardous Materids and Waste Management
Consumer Protection

Hedth Sarvices Divisons

N NN NN

Disease Control and Environmental Epidemiology

Family and Community Hedlth Services

Hedth Fecilities

Emergency Medica Services and Prevention

Prevention and Intervention Services for Children and Y outh

The Department was appropriated $262.8 million and 1,092 full-time equivaent staff
(FTE) for Fiscd Year 2002. The following chart shows the operating budget by funding
source during Fiscal Year 2002.
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Department of Public Health and Environment
Fiscal Year 2002 Operating Budget by Funding Source (In Millioms)

Cash Frnds Exempt

Source:  Joint Budget Committee Fiscal Y ear 2001-02 Appropriations Report

Cash Management | mprovement Act

The Cash Management Improvement Act of 1990 requires the timdy transfer of funds
between afederd agency and astate, and the exchange of interest wheretransfers are not
madein atimely fashion. The law requires each state to enter into an agreement with the
U.S. Secretary of the Treasury, which establishesthe proceduresthe Statewill useto carry
out transfers of funds. According to the U.S. Treasury-State Agreement, State Treasury
is responsible for determining the clearance patterns for warrants and electronic funds
payments. On the basis of this information, the State Treasurer determines the draw
pattern, or how soon federa reimbursements should be requested after the expenditures
occur. The draw patterns agencies are required to use for each federd program are
included in the Treasury-State Agreement. The Treasury-State Agreement indicates that
if the draw peatterns and funding techniques listed in the Agreement are followed by each
respective agency, no federa or date interest liability will occur. If draw patterns change
during the year, the U.S. Treasury must be notified.
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Our audit identified severa areas of concern with how the Department of Public Hedlth
and Environment is meeting its respongbilities under the federd cash management
requirements. The following programs at the Department are included in the Treasury-
State Agreement.

Department of Public Health and Environment
ProgramsIncluded in the Treasury-State Agreement

CFDA Fiscal Year 2002
Program No. Expenditures

Women Infants and Children Program (WIC) 10.557 $56,517,948

Child Care and Adult Food Program (CCAFP) | 10.558]  $22,450,806

Superfund-Summitville Program 66.802 $9,123,277
Sour ce: Office of the State Auditor analysis of Department of Public Health & Environment
records.

During our audit we found that the Department draws down funds for the WIC and
CCAFP four days after the expenditures are approved on the State' s accounting system.
Warrants are issued the next business day after the expenditures are approved. This
means that the federd funds are received on the fourth day after the warrants are issued.
The Agreement dtates that the Department should follow a five-day draw pattern. The
Department believed that it was following afive-day draw pattern. However, it isunclear
from the Agreement whether the payment approva date or the warrant issue date is the
first day of the draw pattern. In Recommendation No. 93 of this report, we recommend
that the State Treasurer clearly define the terms used in the Agreement in order to ensure
that agencies are correctly implementing the required draw patterns.

For the Superfund-Summitville Program, we found that the Department uses acomposite
rather than an average funding technique as required by the Agreement. An average
funding technique alows the Department to request reimbursement for expenditureson a
daly bas's, acertain number of days after the expenditureisincurred; acomposite funding
technique alows accumulation of disbursements for an entire week before requesting
disbursements. The Department draws twice a week because the Department only
receives expenditure reports necessary to do the draws that frequently.

If the Department does not use the draw patterns and funding techniques prescribed in the
Agreement, there is the risk that the State will lose interest on generd funds or incur an



274

State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2002

interest liability when draws are made too early. The Department should dclarify its
undergtanding with State Treasury of the terms and methods described in the Agreement
to ensure that the State achieves interest neutrdity.

(CFDA Nos. 10.557, 10.558, 66.802; Specia Supplemental Nutrition Program for
Women, Infants, and Children, Child and Adult Care Food Program, Superfund State,
Political Subdivision, and Indian Tribe Site - Specific Cooperative Agreements; Cash
Management.)

Recommendation No. 91:
The Department of Public Hedlth and Environment should work with the State Treasurer

to ensurethat the next amendment to the State- Treasury Agreement reflectsthe cash draw
methodsand funding techniquesthat achieveinterest neutraity with thefederal government.

Department of Public Health & Environment
Response:

Agree. Implementation date: July 1, 2003.
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Office of the State Treasurer

| ntroduction

The Office of the State Treasurer is established by the State Congtitution. The Treasurer
isan dected official who servesafour-year term. Pleaserefer to page 95 in the Financia
Statement Findings section for additiona background informetion.

Cash Management | mprovement Act

The Cash Management Improvement Act (CMIA) regulatesthetransfer of funds between
federa and State agenciesfor federal grants. The CMIA regulations require the State to
match the time between incurring expenditures for federal programs with state generd
fundsand requesting and receiving federal reimbursement. Statesarerequired to enter into
a Treasury-State Agreement (Agreement) with the U.S. Treasury. This Agreement
gpecifies the procedures that the State will follow to carry out transfers of funds.

The State has completed thethird year of the current Agreement. The Agreement lastsfive
years (until Fisca Y ear 2004) and may be modified by ether party. In Fisca Y ear 2002
therewere 30 programs covered by CMIA at the Departments of Education, Hedlth Care
Policy and Financing, Human Services, Labor and Employment, Local Affairs, Public
Hedlth and Environment, and Transportation. These programs had federa expenditures
of about $1.4 billion in Fiscd Y ear 2002.

Amending the Treasury-State Agreement

Sections 4 and 5 of the Agreement identify the programs and agencies covered by the
Agreement based on the program expenditure threshold of $10 million in federd funds.
These sections should be amended each year to add programs and agencies that are
expected to exceed the established threshold and to del ete programs and agenciesthat are
expected to fal below the established threshold.

The Treasurer's Office did not amend the pertinent sections of the Treasury-State
Agreement based on the most current and accurate information available. As a result,
certain programs not meeting the required threshold were included and certain programs
that do meet the required threshold were not included. In particular, based on the Fiscal
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Y ear 2001 Schedule of Expenditures of Federa Awards, the following programs should
not have been included in the Agreement:

Programs Under the $10 Million Threshold

Fisca Year 2001
Program CFDA No. Expenditures
Employment and Training Assistance 17.246 $773,767
Job Training Partnership Act 17.250 $1,570,727

Sour ce: Office of the State Auditor analysis of Treasurer’s Office records.
Note:  The programs listed above were below the $10 million threshold but were improperly
included in the Fiscal Y ear 2002 Amendment to the Treasury-State Agreement.

The following program should have been included in the Agreement for the past two years
and was not:

Program Over the $10 Million Threshold

Fiscal Year 2001
Program CFDA No. Expenditures
Adoption Assstance 93.659 $15,051,956

Sour ce: Office of the State Auditor analysis of Treasurer’s Office records.
Notee  The program listed above was above the $10 million threshold but was improperly
excluded from the Fiscal Y ear 2002 Amendment to the Treasury-State Agreement.

The Tresasurer’ s Office should obtain the most current and accurate information available
from both the State Controller's Office and state agencies covered by the Agreement in
order to ensure that the correct programs are included in the Agreement. The State
Controller's Office can provide apreliminary Schedule of Expendituresof Federal Awards
(SEFA) for the current year that could be used in amending the Agreement. For example,
the Fiscd Year 2002 Amendment should have been based on the Fiscal Year 2001
SEFA. In addition, agencies should communicate any sgnificant changesinfunding levels
or program reorganizationsresulting in new programs and the dimination of old programs.
Without this information, the State risks not including the appropriate programs in the
Agreement and, therefore, not meeting cash management requirementsfor large programs.

(See Appendix A, Office of the State Treasurer, for listing of applicable CDFA Nos;;
Cash Management.)
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Recommendation No. 92:

The Treasurer's Office should obtain and use the most current and accurate information
avalable on federal program expenditures to annually amend the Treasury-State
Agreement.

Treasurer’s Office Response:

Partidly agree. Since the inception of the Cash Management Improvement Act
(CMIA) program in 1993, the Treasury has sought to obtain and use the most
current and accurate information available. In Fiscal Year 2002, three grants
representing 0.4 percent of the dollars covered by CMIA were erroneoudy
presented in the U.S. Treasury-State Agreement. In no case did these erroneous
presentations have an adverse affect on the CMIA program or upon the State of
Colorado.

Two of the grants (17.246 and 17.250) were erroneoudy presented in table 6.3
of the Agreement, but were accurately excluded from Exhibit 1l . Exhibit 1l isthe
primary document used by the various state departmentsto implement the CMIA
program. Consequently, no adverse interest paymentsto the federal government
were caused by thiserror.

One grant (93.659) was erroneoudy excluded from Exhibit 1I. However, this
excluson was due to the information received from the state Department that
manages the grant. Further, the Department certified that Exhibit |1 wasaccurate,
Nevertheessthis particular error does have the potentid to incur interest coststo
the State. Accordingly, the Treasury will develop new communication materids
by June 1, 2003, to ensure state departments better understand the information
they need to provide to the Treasury.

Compliance With Funding Techniques and Draw
Patterns

Section 6 of the Agreement describes and identifies the funding techniques to be used for
each program. Exhibit 1l of the Agreement identifies the draw pattern that should be
followed for each program. During our audit at the Department of Public Health and
Environment and the Department of Labor and Employment, we found that both
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departments were using funding techniques and draw patterns that were different from
those prescribed in the Agreement. Thiswasin part because the departments interpreted
the terms and methods used in the Agreement differently. We dso found that the
Department of Human Services was not complying with its established draw pattern.

Falureto follow the correct draw patterns and funding techniques negatively impactsthe
State elther through loss of interest on state generd funds when draws are made too late
or potentid interest liability when draws are made too early. Draw patterns and funding
techniques have been established by State Treasury based on studies of payment clearance
and cash receipt patterns. Unless the State Treasury determines that changes have
occurred in these patterns since the studies were performed, draw patterns and funding
techniques should not be modified.

(See Appendix A, Office of the State Treasurer, for listing of applicable CDFA Nos;
Cash Management.)

Recommendation No. 93:

The Treasurer's Office should define the terms and methods used to establish funding
techniquesand draw patternsand provide the definitionsto each department subject to the
Agreement.

Treasurer’s Office Response:

Patidly agree. The Department currently and since the inception of the CMIA
program in 1993 has communicated definitions of the CMIA funding techniques
and draw patterns to each involved department. These communications include
addfinition of the point where the dgpsed time for federal rembursement begins.
However, one of the seven departments involved in the CMIA program did not
correctly implement the funding techniques and draw patterns. This error could
have increased interest costsfor the State. Accordingly, the Treasury will develop
new communication materias by June 1, 2003, to ensure State departments better
understand the ingtructions they receive from the Treasury.






